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PRIVATE ENTERPRISE, FORESTRY, AND AID 


Jan G. Laarman and George F. Dutrow 


BACKGROUND 


In 1982 the United States Agency for 
International Development (AID) asked the 
Southeastern Center for Forest Economics 
Research (SCFER) to make recommendations 
on the design of a multiyear forestry 
project. AID requested that SCFER outline 
ways in which AID can promote indigenous 
private enterprise in the forest-based 
sectors of developing countries as a means 
to foster national economic development. 


AID's private enterprise philosophy 1s 
predicated on the notion that greater 
reliance on free and competitive markets 
will assist AID's recipient countries to 
meet the basic human needs of their poor 
majorities through sustained, broadly 
based economic growth. Private enter- 
prises are defined as profit-oriented 
economic units producing goods and 
services with means of production that are 
in the hands of individuals and busi- 
nesses, not governments. 


A recent AID policy paper entitled 
"Private Enterprise Development" states 
three premises behind the renewed emphasis 
on private enterprise: (1) economic 
growth is central to the alleviation of 
poverty, (2) private enterprise stimulates 
economic growth most quickly, and (3) a 
free and competitive market environment is 
conducive to private enterprise. That 
policy paper also contends that alloca- 
tions of resources through competitive 
markets are generally more equitable, over 
time, than are allocations made by 
governments. 


AID has initiated a number of responses 
to the Reagan administration's announce- 
ment of its intention to increase the 
participation of the private sector in the 
development process. For example, AID is 
reviewing country programs and specific 
projects to determine the degree to which 
they engage private enterprise. Moreover, 
AID has created a Bureau for Private 
Enterprise to symbolize the commitment to 
this strategy and to ensure that new pro- 


grams and policies conform to the private 
enterprise outlook. AID's contract with 
SCFER to identify means of promoting 
private enterprise in forestry is con- 
Sistent with these directives. 


In November 1982, SCFER convened a work- 
Shop to elicit expert views on how to 
encourage private enterprise initiatives 
for forestry development. Participants 
from business, government, and the academ- 
ic community were selected on the basis of 
their professional expertise and their 
interest in the international dimensions 
of forestry development. Strategies and 
goals for AID were addressed by Moeller, 
Thorud and Bethel, and Bell and Davis. 
Specific project themes for AID were 
described by Wisdom, Seve, Johnson, and 
Wallender. These presentations have been 
incorporated into this volume. 


Not all of the workshop speakers brought 
papers that could be incorporated here. 
Although the presentations by Westell, 
Talib, and Storey did not lend themselves 
to publication in this volume, the editors 
are no less indebted to these three indi- 
viduals for their willingness to share 
their time and ideas. 


To broaden the dimensions of the work- 
Shop itself, SCFER commissioned five - 
Special papers on various topics of 
relevance to the private enterprise theme. 
These commissioned papers, which vary 
widely in the scope of their subject 
matter, form Part II of these proceedings. 


WORKSHOP PAPERS 


The papers in this volume exemplify the 
diversity of both issues and viewpoints on 
private enterprise in forestry develop- 
ment. The following introductory comments 
will serve to highlight the varied contri- 
butions of each of the authors. 


Roger Moeller, representing AID's Bureau 
for Private Enterprise, begins by defining 


the difference between public and private 
enterprises. He then divides private 
enterprises into three types: proprietal 
firms, entrepreneurial firms, and manage- 
Fidl fiems. 1 WATS isStimnetonaiS ava edie 
Since donor programs aimed at one type of 
firm may not be effective in reaching the 
other types. Moeller points out that AID 
did not "discover" private enterprise. 
Rather, what has been discovered is that 
AID should work with both governments and 
private enterprises to develop a country's 
economic system in all of its elements. 


Representing a major U.S. university and 
a distinguished forestry school, David 
Thorud and Jim Bethel present their views 
on the U.S. supply of technical assistance 
for forestry development. Thorud and 
Bethel contend that U.S. forest products 
companies and consulting firms can offer 
the greatest expertise in project feasi- 
bility studies, assessment of timber 
supply, development of factory management 
Skills, product marketing, and choice of 
research and development projects. In 
contrast, the U.S. forestry schools are 
the most capable suppliers of forestry- 
related education and research. This 
Suggests that at least some of AID's 
technical assistance for forestry should 
be organized as joint ventures between 
U.S. businesses and U.S. universities to 
blend business experience with teaching 
competence. 


The perspective of Larry Bell and Jerry 
Davis is that of a forestry consulting 
firm which necessarily treats forestry as 
a business. Bell and Davis offer a number 
of guidelines for AID from the business- 
man's viewpoint. They agree with Thorud 
and Bethel that analysis of forestry 
project requires experts from businesses 
as well as campuses. They also assert 
that AID's assistance to forestry-related 
businesses in recipient countries should 
depend on close coordination with U.S. 
businesses, as well. Success in AID's 
efforts to promote private enterprise 
initiatives for forestry--or for any other 
commercial sector--wil] be signaled by the 
extent of positive response in the recip- 
jent country's business community. 


Harold Wisdom examines a specific area 
for possible AID attention, that being the 
stimulation of forest products exports 


from the developing countries. Wisdom's 
experience with international trade leads 
him to conclude that AID should not 
necessarily assist recipient country 
governments to intervene in the market- 
place. Rather, the objective should be to 
remove trade barriers in order to allow 
the market to allocate forest products 
competitively and efficiently. An AID 
action program could focus on one or more 
of several components. Among them are 
improvement of port facilities, improve- 
ment of wood products packaging for ocean 
transport, market analysis of the long- 
term demand for forest products exports, 
preparation of profiles of the major world 
markets for tropical woods, provision of 
long-term credit for forest products 
exporters, production of extension publi- 
cations on tropical woods, and careful 
evaluation of tariff and nontariff barri- 
ers to trade of forest products. Wisdom 
believes that AID should not become 
directly involved in the establishment of 
a marketing center for tropical woods. 


Juan Seve, Container Corporation of 
America, addresses management training for 
forest industries personnel in developing 
countries. The needed skills are not only 
technical knowledge in wood utilization, 
but also managerial capabilities in 
accounting, finance, marketing, and inter- 
national trade. Among the various manage- 
ment training projects in wnich AID could 
help private forest industries, several 
have high potential. Seve suggests gradu- 
ate courses in forest industries manage- 
ment, refresher courses for experienced 
managers, Overseas graduate courses in 
forest industries management, locally 
arranged management seminars, and the 
introduction of managerial subjects into 
undergraduate forestry curricula. 


Norman Johnson of Weyerhaeuser draws on 
considerable experience to address the 
subject of organizing foreign joint ven- 
tures in forest products industries. He 
emphasizes the critical importance of 
selecting the right overseas partner, of 
building trust with that partner and with 
the government, of cultivating patience, 
courtesy, and cultural sensitivity, and of 
communicating clearly. Managers for over- 
seas assignments must be selected careful- 
ly through multiple interviews, preferably 
with the spouse included. Training of 


counterpart personnel must commence at the 
inception of the joint venture and contin- 
ue through the life of the project. AID 
can do much to help bring business part- 
ners together by assessing needs in its 
recipient countries and then making this 
information available to interested U.S. 
firms. AID can also analyze past joint 
ventures for lessons learned, can facili- 
tate meetings of proposed U.S. partners 
vith key government officials, and can 
nelp educate government officials on the 
positive role that private industry can 
play in forestry development. 


Harvey Wallender, partner in a private 
firm which facilitates technology transfer 
from the United States to developing 
countries, analyzes a host of technology 
transfer routes for forestry and forest- 
based industries. He divides technology 
into five categories and identifies 
various suppliers for each category. 
Examples of technology transfer in the 
forest products industries suggest that 
assistance often tends toward management 
and training activities, ji.e., technology 
software as much as hardware. Wallender 
critiques the strengths and weaknesses of 
U.S. technology suppliers, many of whom 
could be playing a much more active role 
than they are currently. An AID project 
to improve technology transfer in forestry 
will need to direct itself to the whole 
array of technology types in some system- 
atic fashion. AID could encourage new 
networks of U.S. public and private insti- 
tutions to assist the ultimate technology 
user to identify clear-cut opportunities 
for technology improvement, and to gain 
access to industry-specific and firm- 
specific technical assistance. Intermedi- 
aries and brokering organizations could 
play a decisive role in organizing and 
directing these networks. 


COMMISSIONED PAPERS 


In a broad and well-reasoned overview, 
Hans Gregersen, of the University of 
Minnesota, identifies several AID project 
activities to overcome barriers to 
expanded private enterprise in the forest 
based sectors of developing countries. 
Gregersen recommends markets and marketing 
as a potential AID focus, since weak 
markets are a primary inhibitor to the 
growth of private enterprise. Additional- 
ly, Gregersen maintains that project 


activities should not be narrowly concen- 
trated on timber production. An implemen- 
tation package could begin with a smal] 
set of target countries in which AID 
carries out forestry sector reviews. 

These reviews point out existing barriers 
to private enterprise in terms of lack of 
knowledge, lack of ability, and lack of 
interest. Actions are then proposed to 
Surmount those barriers by addressing 
opportunities in education and training, 
policy design, incentives programs, 
financing, applied research, and so forth. 
The exact mixture of the elements chosen 
depends on the country context. 


Ed de Steiguer, Gary Kronrad, Catherine 
Albers, and Patrick Durst present a 
screening technique to determine the suit- 
ability of developing countries for AID's 
forestry projects, including those with a 
private enterprise dimension. They pro- 
pose a checklist method similar to that 
used for describing a country's investment 
climate. Their technique requires assess- 
ment of the quantity and quality of land, 
labor, capital, and entrepreneurship. It 
also requires investigation of political 
and legal factors. 


Patrice Harou, University of Massachu- 
setts, likewise addresses the question of 
country selection. Harou weighs demo- 
graphic factors, performance of the 
national economy, importance and charac- 
teristics of the forest cover, and demand 
and supply of food, water, and energy. 
AID's selection of countries also will be 
heavily influenced by institutional and 
technical constraints. 


Cliff Hickman, Southern Forest Experi- 
ment Station, outlines potential project 
activities to analyze and further develop 
financial incentives programs for forestry 
and reforestation on private lands in 
Latin America. These incentives include 
tree planting subsidies (i.e., public- 
private sharing of reforestation costs), 
long-term credit, and favorable tax treat- 
ment. Several Latin American countries 
already have such incentives in place; 
others are considering the adoption of 
Similar measures. AID needs to evaluate, 
for a selected set of Latin American 
countries, the effectiveness of the exist- 
ing programs. This evaluation could 
become the basis for possible recommenda- 
tions and technical assistance to promote 
other programs elsewhere. 
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A PERSPECTIVE FROM AID 


Roger D. Moeller 


First, let us differentiate between the 
public sector and private sector by very 
Simply stating that the public sector is 
government--local, national, and inter- 
national. The private sector is nongov- 
ernment, one person or a group of people-- 
local, national, or international--with 
goods, services, or philanthropic outputs. 
A "public enterprise" is an institution 
Organized and operated to produce a good 
or service on a direct, self-sustaining 
basis, owned and controlled by one or more 
governments. A "private enterprise" has 
the same purpose as a public: enterprise, 
but it 1s owned and controlled by an 
individual or group of individuals. 


Perhaps a more important, useful means 
of differentiation should be highlighted. 
As a general rule, public enterprises are 
not directly responsive to market forces, 
whereas private enterprises normally are 
directly subjected to market forces. A 
private enterprise has one other charac- 
teristic that differentiates it from most 
public sector and some private sector 
institutions--its demise is the direct and 
automatic consequence of economic failure. 


Private enterprises fall into three 
general types: proprietal firms, entre- 
preneurial firms, and managerial firms. 


PROPRIETAL FIRMS 


The private sector landscape in almost 
all developing countries is dotted with 
proprietal firms producing a wide variety 
of goods and services. From the coffee 
farmer in Costa Rica to the moneylender in 
Thailand or the tailor in Cameroon, these 
proprietal firms are marked by small size, 
the importance of family labor, the low 
level of capital employed, and the limited 
demands made on the owner's managerial 
ability and technological expertise. 


For the most part, proprietal firms 
Supply small local markets with valued 
goods and services; they tend to be labor 
intensive and have low levels of labor 


productivity. Thus, in Nigeria, proprie- 
tal firms may produce only 5 percent of 
manufacturing output but employ 90 percent 
of the labor force in the manufacturing 
sector. More broadly, while proprietal 
firms, be they farms, industrial firms, or 
service enterprises, often produce a small 
share of total GNP in any developing 
country, they do provide a livelihood for 
the majority of the people. 


These firms represent the prototype of 
the competitive firm. They respond quick- 
ly to market incentives, economize on 
scarce resources, and enter and exit the 
market freely. Because the technology is 
Simple (in industrial and service estab- 
lishments) or because land markets are 
rudimentary (for agricultural enter- 
prises), there is little scope for expan- 
Sion of individual firms. The industrial 
sector (e.g., tailoring) may expand or 
contract in response to market forces, but 
rarely do individual proprietal firms 
expand. 


ENTREPRENEURIAL FIRMS 


_ The economic history of the West, 
particularly of Great Britain and the 
United States, is dominated by the entre- 
preneurial firm. This is the type of firm 
that rapidly expands in response to a new 
technology or a new market opportunity. 
The Industrial Revolution is thought of in 
terms of men such as Richard Arkwright, 
Eli Whitney, and James Watt. The entre- 
preneurial firm has thus been considered 
to be the backbone of industrialization 
and modernization, the institution that 
converts savings into new, risky, and pro- 
ductive ventures, the engine of growth. 

In fact, however, latecomers to the Indus- 
trial Revolution depended less on the 
entrepreneurial firm than on the large 
managerial firm, usually developed through 
a partnership of government and private 
interest. 


MANAGERIAL FIRMS 


Most modern economies are dominated by 
large, corporate firms which separate 
ownership from management and institution- 
alize decisionmaking. This is certainly 
true of most corporate firms in developing 
countries. 


While there may be little difference in 
behavior between entrepreneurial and 
managerial firms, the differences in 
Organization and style imply differences 
in constraints. For instance, entrepre- 
neurial skills--mobilizing capital, 
perceiving bold new opportunities, and 
taking daring risks--are different from 
managerial skills--organizing, planning, 
calculating the benefits from different 
management choices, and managing cash 
balances with a sharp pencil. The criti- 
cal managerial decision is expansion; the 
critical entrepreneurial decision is 
establishment. Generally, given their 
existing resources, managerial firms have 
an easier time obtaining capital than 
entrepreneurial firms. 


THE PROFIT MOTIVE 


These enterprises not only function 
within marketplaces but also within a 
complex legal, regulatory, and traditional 
context. The marketplaces consist of the 
relationships between the elements of the 
productive system. A typical enterprise 
will function in many marketplaces simul- 
taneously as a seller, buyer, or broker. 


Tne private enterprise will also func- 
tion within a policy milieu. As a useful 
generality, the policies of major interest 
derive from laws, regulations, and how 
these are applied. In addition, the pri- 
vate enterprise must, in the main, conform 
to cultural and traditional values derived 
from a society's organizational and ethi- 
cal precepts. 


Flexibility and responsiveness quickly 
become the most desirable attributes of 
the private enterprise so that it may 
“Survive in a marketplace defined by the 
productive system, work under policies 
formulated largely by governments, and 
conform to cultures and traditions. No 


wonder the rewards of profit are necessary! 


ROLE FOR AID 


The private enterprise initiative of the 
Agency for International Development is 
not the result of the "discovery" of pri- 
vate enterprise. What has been discovered 
is the relationship between the existence 
of a viable private enterprise system and 
a country's rate of development. It is 
also the recognition that the roles of 
governments, private enterprises, and 
other private institutions need not-- 
indeed, must not--be adversarial or anti- 
thetical. However, we cannot assume that 
assistance to one element of a country's 
economic system automatically flows both 
laterally and vertically to other ele- 
ments. On the contrary, we must assume a 
responsibility for developing the system 
in all of its elements. Some elements can 
be approached directly and some indirect- 
ly, but all must be included one way or 
another. 


AID's overall! goal is economic growth 
with equity (this implies participation, 
not equality). We believe this can be 
done by the productive use of a country's 
resources, a process in which the 
increases in productivity are the ladder 
rungs for growth. We work toward 
increasing the productivity of capital, 
natural resources, technology, and labor 
within a system that returns a fair share 
of the productivity increase to the owner 
of the factor supplied, to the consumer of 
the product or service, and to society as 
a whole. This translates into attractive 
returns on capital, good rents on land, 
good market prices for materials, good 
returns for know-how, as well as good 
employment at better than subsistence 
wages. To achieve these, we must have 
both policies and institutions that 
encourage and respond to private enter- 
prises. 


How can AID help in developing policies 
and institutions? AID can assist in 
analyzing existing policies and requla- 
tions and in making recommendations for 
retention, changes, and additions. This 
Should be done by seeking the participa- 
tion of national private entities at an 
early stage and passing the task of long- 
term followup to these entities. These 
entities must have a working interest in 


the effort: therefore, they should be a 
private institution with private enter- 
prise interests. AID can support the 
needed institutions directly or partially, 
through peer institutional connections 


between host country and U.S. counterparts. 


Other institutions we should concentrate 
on are those that train for management and 
vocational skills; those that allocate 
capital, particularly equity; those that 
create and transfer technical and general 
productive expertise; those engaged in 
information exchange; and those that regu- 
late. To the extent feasible, these 
institutions should be in the private 
sector and closely related to the 
interests of private enterprises. AID's 
program should be heavily biased toward 
furnishing "front end" support in a way 
that attracts or leverages private 
Support. Projects should be targeted at 
removing constraints and should be as 
broadly responsive as feasible. Where 
possible, projects should avoid govern- 
mental channels for assistance to private 
enterprise. Subsidies should be consid- 
ered only for short times and should be 


carefully targeted. A major resource for 
Specialized knowledge and capital in this 
endeavor is U.S. private enterprise. In 
return, a viable private enterprise system 
in developing countries presents U.S. 
businesses with trade, investment, and 
technology transfer opportunities. 


In general, projects should be designed 
with full institutional breadth and should 
be vertically integrated. For example, a 
reforestation project might include all 
elements from tree choice to tree harvest- 
ing (vertical integration) as well as 
policy, research, and planning functions 
(lateral breadth). 


The criteria for success are simple to 
state but more difficult to measure. 
Success 1S achieved when private enter- 
prises produce goods and services for free 
and open markets in a way that permits the 
enterprises to be self-sustaining and 
growing, and that demonstrates shared 
increases in productivity. 


A PERSPECTIVE FROM A U.S. UNIVERSITY 
David B. Thorud and James S. Bethel 


The U.S. forestry community has consid- 
erable professional expertise that would 
be useful in providing technical assist- 
ance in forestry to developing countries. 
The organizations that encompass this 
talent include the Federal and State 
forest resource agencies, forestry schools 
and colleges, forest products industries, 
and forestry consulting firms. Because 
forestry has not been a major component of 
the U.S. bilateral aid program, signifi- 
cant provisions have not been made to 
utilize these organizations, although 
individuals associated with them have been 
recruited for specific project assign- 
ments. This paper examines possible roles 
in forestry technical assistance for units 
in private enterprise, namely forest 
products firms and forestry consulting 
firms. 


THE ROLE FOR PRIVATE FIRMS 


Technical assistance in forestry takes 
many forms, and the needs for technical 
assistance vary from country to country. 
In the arid countries of the Sahel, the 
required forestry assistance may be to 
help establish fuelwood plantations, 
plantings to conserve soil and water, or 
range management for livestock. In the 
countries of Southeast Asia or northern 
South America, the forestry assistance of 
greatest value may be help in the develop- 
ment of a forest products industry that 
can be supported by the resource base and 
that is economically viable. Where insti- 
tutions are to be brought into forestry 
assistance programs, they need to be 
matched to the tasks to be performed. 
Assistance programs that involve foresty 


for park establishment, wildlife protection, 


watershed management, and the like, can 
probably be better handled by U.S. public 
agencies than by forest products companies 
or forestry consulting firms. Private 
enterprise, on the other hand, can make 
major contributions to forestry advance- 
ment in those developing countries where 
the forest resource base is adequate to 
Support major wood-processing industries. 


These countries tend to be in the humid 
rather than the arid tropics. Generally, 
they are countries with large but undevel- 
oped forest resources. They .are countries 
where the forest-based industry, if it 
exists, is often inefficient, and where 
essential professional and technical 
skills are generally lacking. 


The developing country whose forest base 
is relatively large and accessible usually 
has the technology required to meet its 
own domestic needs for wood. But as 
Bethel et al. (1982) have noted, the less- 
developed country confronts the need for 
advanced forest technology when: 


1. The demand for wood for local con- 
sumption exceeds the ability of 
natural, secondary or recovery 
forests to supply it. 


2. The principal demand for wood for 
domestic use 1S in urban areas 
remote from the forest supply base, 
thus requiring the development of an 
elaborate transport and marketing 
system. 


3. The tropical country wants to engage 
in the manufacture of high technolo- 
gy products such as high-grade 
lumber, veneer and plywood, parti- 
cleboard, fiberboard, or pulp and 
paper. 


4. The tropical country wishes to enter 
the world market with products that 
can compete in price and quality 
with those from other countries. 
Lumber and timber sold in world 
markets must meet specifications for 
dimension, grade, moisture content, 
and so forth, acceptable to the 
buyer. This requires the correct 
mix of reliable equipment that js 
properly installed, maintained, and 
operated. If the product is to be 
sold at a competitive price on the 
world market, the manufacturing must 
be efficiently performed by a well- 
managed organization. 


Through the transfer of state-of-the-art 
technology, the private firm in the U.S. 
forestry community can make a major 
contribution to developing countries. 


Forestry assistance of this kind has 
been provided over a long period of time. 
A common method of providing for transfer 
of technology is for multinational corpor- 
ations to engage in forestry enterprises 
in developing countries either directly or 
through a joint venture with a domestic 
firm or individual. When technology is 
transferred by means of a multinational 
corporation, it is important that all 
parties to the operation--U.S. partner, 
domestic partner, and host government-- 
understand the goals and rewards associ- 
ated with each participant.. These may be 
different and they may or may not be 
compatible. 


Bethe] et al. (1982) pointed out that a 
corporation may expect a venture to stand 
alone as a profit-making operation or to 
provide raw materials for processing else- 
where. Differing time frames are a common 
problem, too. The host country or domes- 
tic partner may wish to maximize income 
immediately, whereas the U.S. partner may 
be interested in a long-term sustained 
supply of a raw material or commodity to 
complement its other products. The 
reverse may be true as well. In any case, 
when technology transfer is accomplished 
through direct involvement, the corpora- 
tion generally expects to be rewarded by 
MOU WES 


Private companies, whether they are _ 
forest products industries or forestry 
consulting firms, can provide technical 
assistance through sale of technical 
services. It makes little difference 
whether payment for the services 1s made 
directly by a domestic corporation, by the 
host country, or by a bilateral or 
multilateral assistance program. In any 
case, it is important to recognize that a 
firm's techological tools are assets that 
are not given away. 


Rewards may take several forms. Some 
firms may engage in technical assistance 
as a direct income-generating activity. 
This would likely be the incentive for a 
consulting firm. Another reward may be 
the acquisition of experience in a new 


setting that could ultimately result in 
profits from future investments. Another 
incentive could be the opportunity to 
explore the feasibility of a joint venture 
at some future time. Still another incen- 
tive might be a way to develop a material 
supply to complement the company's regular 
product mix. 


In preparing this paper, we had insuffi- 
cient time to reach a substantial sample 
of U.S. forest-based enterprises to ask 
how they would perceive their potential 
involvement in developing countries, but 
we did talk with persons in a large firm, 
a medium-size firm, and a small consulting 
firm. The results of these conversations 
are presented for anecdotal purposes. 


The individual from the large firm indi- 
cated serious reservations about "capital 
exposure" in many of the developing 
countries where there is political insta- 
bility or naivete with respect to the 
global economy. He indicated that the 
high risks associated with investment in 
developing countries would usually tip the 
scales in favor of alternative investments 
in the United States. This judgment is 
often reinforced when venture capital 
generated in developing countries by 
citizens of those countries 1s exported to 
the United States for safe investment. 

The representative of the large firm indi- 
cated that his company might be willing to 
provide expertise in the form of personne] 
if some other organization such as the 
World Bank or-one of the regional develop- 
ment banks provided the financing. In 
other words, this company would be willing 
to "export technical skills" for a fee. 
From the vantage point of this large 
company, such an involvement was viewed as 
an opportunity to monitor political and 
economic development without risking 
corporate capital. The information 
obtained could influence future decisions 
of the corporation and might lead to 
direct operational involvement when the 
climate for such investment became good. 


The individual from the medium-size firm 
also expressed concern about exposure of 
capital and indicated no interest in such 
high-risk investments given the alterna- 
tives at this time. This corporate 
official expressed no interest in selling 
technical services but did state that the 
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company would be willing to provide 
personnel for short periods of time (for 
expenses only) as a sort of charitable 
contribution to a good cause. This 
individual noted that such personnel have 
to be carefully selected in terms of 
personality and ability to adapt. Short 
assignments do not permit consultants to 
become thoroughly aware of cultural 
constraints. On the other hand, long 
assignments might be detrimental to career 
advancement for a promising young profes- 
sional. This corporate representative 
also asked the question: Why should U.S. 
forest industry help develop its competi- 
tion? 


The representative of the forestry con- 
sulting firm indicated interest, noting 
that flexibility in personnel was impor- 
tant. He suggested that consultants have 
to work with the local people and be adept 
at applying simple technologies. 


STRATEGIES TO PROVIDE TECHNICAL ASSISTANCE 


One of the reasons for the hesitancy to 
become more involved in assistance to 
developing countries is that U.S. corpor- 
rate experience, for the most part, has 
been with high-risk ventures. Large corp- 
orations from other parts of the world 
have found that involvement in development 
can be worthwhile. Additionally, U.S. 
firms, governnient agencies and universi- 
ties are handicapped because of the lack 
of mechanisms for providing professionals 
with education and experience in tropical 
forestry. Unlike many of the industrial- 
ized countries, the United States does not 
Support education in tropical forestry. 

It does not participate in the FAO associ- 
ate expert program nor has it established 
a comparable program in AID. 


The Society of American Foresters has 
recently become a coordinator of an effort 
to define how the professional forestry 
community in the United States can help 
advance forestry in the developing coun- 
tries. The idea is to bring together uni- 
versities, private industries and govern- 
ment to define roles and to develop action 
plans. This positive step could give pri- 
vate enterprise a much stronger voice in 
development assistance. 


Assuming as we do that AID can solve the 
institutional and contractual problems to 


engage U.S. private firms in forestry 
assistance, it is worthwhile to examine 
some areas that are particularly ripe for 
involvement. among the areas where the 
U.S. forest products industries and 
forestry consulting firms can make valu- 
able contributions to the advancement of 
industrial forestry in the developing 
countries are the following: 


Feasibility Studies for Projects and 


Programs. Some forestry development pro- 


grams in the developing countries are 
doomed to failure from the start because 
they are either technologically or econom- 
ically infeasible. Private firms are par- 
ticularly well equipped to assess feasi- 
bility and to furnish the guidance needed 
to correct deficiencies. 


Industrial Forest Materials Supply Base. 
Perhaps the single most important cause of 
failure of industrial forestry ventures in 
the tropics has come from not matching the 
timber supply base to the manufacturing 
and marketing system. Many U.S. forestry 
consulting firms--and technical personnel 
from the U.S. forest products industries--. 
Specialize in timber inventory, land sur- 
veys, and wood utilization. These surveys 
could be enormously important for success- 
ful forest-based industries in developing 
countries. 


Development of Factory Management 
Skills. Countries that are just now 
emerging from pitsaw or portable sawmil! 
status are often deficient in the skills 
required to operate larger manufacturing 
enterprises. Deficiencies can be in the 
use of equipment, labor, energy, and raw 
materials. Lacking, too, can be the 
ability to make wise decisions in the area 
of equipment repair vs. replacement. 
Technical capability in fields such as 
quality control, yield control, product 
scheduling, and time and motion analysis 
could be bolstered through technical 
assistance provided by U.S. private enter- 
prises. 


Marketing. As an industry expands in 
size and complexity, the marketing of the 
product may move from custom sawing to 
shipping. The basis for maintaining mar- 
ket intelligence, the business procedures 
required in export sales, the use of 
specifications, grades, and standards in 
sales documents, quality assurance and 
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commodity pricing are all technologies 
that may be lacking in developing coun- 
tries. U.S. forest-based firms are one 
vehicle to introduce these missing ele- 
ments. 


Research and Development. In most 
developing countries, there is a lack of 
appreciation for the importance of 
research and development. Some technology 
can be transferred directly from industri- 
alized countries, but much technology must 
be adapted to local species and condi- 
tions. Developing countries often lack 
the managerial capacity to organize pri- 
vate or government research and develop- 
ment programs and suffer scarcities of 


research talent essential to their success. 


Many of the most important inputs into 
the emerging forest industries of develop- 
ing countries fall in the domains of edu- 
cation and research. Education and 
research often can be conducted as joint 
ventures between U.S. industries and U.S. 
universities. The objective is to combine 
industrial expertise with teaching compe- 
tence. 
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A PERSPECTIVE FROM A FORESTRY CONSULTANT 


Larry Bell and Jerry T. Davis 


From the point of view of a private con- 
sultant, the following items should be 
considered in projects involving inter- 
national private enterprises. For the 
sake of simplicity, these are presented in 
outline form. 


THE NEW FOCUS OF AID 


AID should put organizations, not just 
individuals, to work gathering the basic 
information for an analysis of forestry- 
related business opportunities. The per- 
sons involved should have technical back- 
grounds as well as experience with the 
language and culture of the target coun- 
EM. 


AID should identify prospective projects 
on the most practical basis possible, both 
within and outside of the host country 
government, to meet the precise needs of 
the economy. A prime objective of the 
preliminary analysis should be an assess- 
ment of the target country's economic 
health and attitude toward forest resource 
development. 


Analysis teams should be composed of 
experts from U.S. business and academic 
sources. Academics can help on methodolo- 
gy and review of existing information, but 
business representatives are needed onsite 
to cut through red tape and to approach 
business interests directly. As a team, 
the two groups could ensure that the anal- 
ysis covers social, political, and econom- 
1c perspectives. Knowledgable representa- 
tives from the indigenous business commun- 
ity would add to the effectiveness of the 
analysis team by expediting information 
gathering and by providing a training 
attribute to the program. 


AID should assist U.S. companies to fol- 
low the necessary procedures to work 
effectively in the foreign country in such 
areas aS obtaining licenses, adhering to 
tax laws, etc. 


AID should consider activities to evalu- 
ate and improve existing enterprises and 
to determine their training needs. 


DIRECTIONS AND ACCOMPLISHMENTS 


AID should provide a sustained mechanism 
for identifying policy constraints and 
business opportunities--not "here today 
and gone tomorrow"--and get the host coun- 
try to support the endeavor with funding, 
also. 


AID should not encourage further subsi- 
dization of "studies" made by host country 
government agencies, but should keep the 
matter in the hands of private enterprise 
as much as possible. Financial institu- 
tions often have little confidence in 
evaluations of resource volume and utili- 
zation made by the public forestry sector. 
Even FAO reports are biased by a country's 
own desire to have a project appear 
attractive, wnen it may actually be a poor 
investment. 


In the area of policy reform, the first 
step should be assessment of government 
policies for encouraging foreign invest- 
ment in the country. The second step 
Should be the analysis of policies affect- 
ing domestic and foreign trade opportuni- 
ties for the indigenous business. 


Accurate assessment of raw materials 1s 
often lacking’in investment analyses per- 
taining to developing countries. Accord- 
ing to the Inter-American Development 
Bank, "There are few well-prepared, bank- 
able forest-based projects in the pipe- 
lines of national and international insti- 
tutions" for lack of technical support in 
project preparation. AID could provide 
valuable technical assistance in this area 
through the use of U.S. consulting firms. 
This would give these projects greater 
credibility by providing more reliable, 
market-oriented information on a country's 
forest resources. 


GUIDELINES FOR SCREENING PROPOSED AID 
PROJECTS 


The country must have some historic 
precedent for attracting good investments. 
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The country must demonstrate the maximum 
degree of receptivity to foreign invest- 
ment. 


The history of U.S. investment in the 
country should be studied. Analysis of 
the reasons for success or failure of pre- 
vious ventures would be one of the most 
educational exercises of the analysis 
phase. 


The business and technical assistance 
programs sponsored by other developed 
countries should be assessed to determine 
what factors contributed to their success 
or failure. This will indicate how the 
United States can make a more effective 
contribution. 


The best groups of small- and medium- 
Size forestry investment opportunities 
should be evaluated in the context of 
their impact on larger scale industry, 
together with their effect on the local 
and regional economy. 


RANKING PROJECTS IN TERMS OF DESIRABILITY 


Selected projects should show the best 
possible economic potential in the first 
round of considerations. If they do not, 
they should be dropped in favor of better 
options. A project should not be selected 
if its success depends upon substantial 
policy reform not favored by the existing 
government. 


At the same time, countries and projects 
Should be selected on the basis of poten- 
tial humanitarian benefits (such as fuel- 
wood in Somalia) so that the program can 
Show that it has social as well as econom- 
ic priorities. 


Again, the track record for U.S. parti- 
Cipation should be studied. 


AID ASSISTANCE TO U.S. BUSINESSES 


AID can (1) provide information on the 
best opportunities and the most crucial 
problem areas that affect investment, (2) 
identify the businesses in the developing 
countries that need technical assistance 
and/or capital in order to develop, and 3) 
define export or commodity exchange oppor- 
tunities. 


AID ASSISTANCE TO BUSINESSES IN DEVELOPING 
COUNTRIES 


AID can (1) assist firms in developing 
countries to prepare accurate feasibility 
Studies in terms that potential foreign 
investors can understand, (2) provide the 
names of U.S. businesses that have compa- 
rable interests and needed technical 
expertise, (3) provide assistance in find- 
ing financial support once technical and 
capital needs are identified, (4) fund 
consultants to provide training in 
resource inventory techniques, cadastral 
survey methods, and basic management 
skills, and (5) help identify the elements 
of foreign exchange that are possible 
within an international loan in order to 
stimulate the host government to provide 
other incentives. 


MEANS OF IMPLEMENTATION BY AID 


AID should (1) work to coordinate pri- 
vate enterprise investments by both indig- 
enous and foreign businesses, (2) get the 
analysis phase completed first, using a 
team of private businessmen from both the 
United States and the developing country 
as consultants, and (3) avoid using inex- 
perienced people during the investigative 
phase. 


AID could get appropriate government/ 
private contacts involved by mass corres- 
pondence explaining the purpose of the 
mission and soliciting help. In this 
manner, the contacts may tend to feed 
information to the analysts rather than 
having to be coaxed into participation. 


INDIRECT APPROACHES 


AID could sponsor an investment oppor- 
tunity newsletter with a forestry orienta- 
tion to be published bimonthly or quarter- 
ly. It could publish news from selected 
target countries where there is sufficient 
diversity of business to warrant sustained 
analysis. The "International Trade and 
Marketing Association Access Report" is a 
sample of this type of publication. 


AID could turn to businessmen in the 
developing countries for more ideas. In 
fact, such individuals should be invited 
to planning conferences to provide that 
perspective. 
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AID could obtain more ideas by checking 
on the European Economic Community format 
for assistance to private enterprise in 
other countries. 


STRETCHING AID DOLLARS 


Cost sharing is a good incentive. AID 
should get U.S. businesses and indigenous 
businesses to invest jointly in the pro- 
ject. Other partners could include host 
country governments and international 
banking concerns. In this way, all part- 
ners have a vested economic interest in 
the success of the project. 


AID should work with and through estab- 
lished investigatory channels, for exam- 
ple, the World Bank investment missions. 
The technical reports from the Inter-Amer- 
ican Development Bank workshop on financ- 
ing for Latin America also offer excellent 
ideas. 


CRITERIA FOR MEASURING SUCCESS 


The speed and thoroughness with which 
the evaluation phase is carried out and 


the extent of response and cooperation of 
the host country's business community are 
two good indicators of success. 


Another measure of success 1s the relia- 
bility of the information gathered in the 
analysis phase and its effectiveness in 
attracting capital from public and private 
financial sources. Confidence in the 
feasibility of a project, when carried out 
according to the recommended design, is 
the best testimony to its effectiveness. 


It 1S not how much money is spent in the 
AID effort but how efficiently the money 
1s put to use that will determine the suc- 
cess of a venture. As Casey Westell] at 
Tenneco has said, "History has proved that 
no country can spend its way to prosperity 
by reckless use of capital, no matter how 
worthy the national plans or desires may 
be." Ultimately, the project must stand 
on its own in order to survive. All plan- 
ning must be directed toward that end. 


13 


INTERNATIONAL TRADE IN FORESTRY PRODUCTS 
Harold W. Wisdom 


PROJECT POTENTIAL 


The Role of Exports in Forestry 
Deve lopment 


In nis most recent book, P. T. Bauer 
(1981), an expert on international 
development, states: 


The West can contribute to 
Third World development best 

by reducing its barriers 
against Third World exports. 
The damaging results of these 
barriers in restricting 

markets and external contacts 
are compounded by frequent 

and unpredictable increases in 
their scope and intensity.... 
The threat of increases in trade 
barriers wnen some Third World 
industries expand their exports 
inhibits productive investment, 
exacerbates unemployment and 
retards the spread of skills. 


Exports contribute directly to the pro- 
fitability of the domestic forest products 
industry and create employment in export-- 
related activities. Exports will tend to 
raise the prices of all timber species, 
raising some previously submarginal spe- 
cies above the threshold necessary to make 
them profitable to harvest. 

Exports also contribute to the profit- 
ability of domestic forest products manu- 
facturing by diversifying the demand for 
forest products. This reduces the impact 
of fluctuations in domestic demand. 


Despite the favorable effects exports 
can have on the development of the forest- 
ry sector of a developing country, it does 
not follow that the United States Agency 
for International Development should sup- 
port host government efforts to stimulate 
forest products exports by intervening in 
the marketplace. Rather, the focus should 
be on the removal of artificial barriers 
to trade in forest products. With the 
barriers to trade removed, the marketplace 
will determine the appropriate kind, 
direction, and volume of forest products 
to be exported. 


Unfortunately, estimates of the export 
potential of the forest sectors of devel- 
Oping countries often ignore the influence 
of world prices on trade. In these analy- 
ses, trade is derived as a residual. If 
domestic production is projected to exceed 
demand, the country is said to possess ex- 
port potential; if production is projected 
at less than demand, the country will im- 
port the difference. This, of course, is 
the familiar gap model. 


Estimates of export potential based on 
the gap model] are unlikely to reflect the 
level of exports that would result from 
operation of the free market. Such esti- 
mates should be viewed with skepticism, 
and AID should be cautious about support- 
ing export programs based on them. AID 
may inadvertently promote the misalloca- 
tion of resources by encouraging the host 
country to overinvest in export activi- 
ties. 


The gap approach to trade also ignores 
that a country can be simultaneously an 
importer and an exporter of wood. Differ- 
ences in wood grades, product specifica- 
tions, and location of the forest resource 
relative to markets can all be reasons for 
international: trade. 


Tariff Barriers to Trade in Forest 
Products 


Tariffs have been the traditional means 
of protecting domestic economic activity. 
The most common tariff is the import duty, 
although export duties are common in 
developing countries. Most tariffs on 
wood products are ad valorem tariffs. 


The United States assesses ad valorem 
tariffs on the f.o.b. value of the item. 
In contrast, most European and developing 
countries assess tariffs on the basis of 
c.i.f. value. Because of the differences 
in valuation, the same tariff rate trans- 
lates into a lower tax in the United 
States than in Europe. Similarly, changes 
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in transportation costs will affect the 
amount of the duty in Europe but not in 
the United States. 


The Effective Rate of Protection 


Since World War II, there has been a 
steady reduction in tariffs applied to 
forest products in almost all countries. 
Today, most unprocessed forest products 
such as logs, pulpwood, and wood chips 
carry no tariff. Semiprocessed wood car- 
ries tariffs in the range of 1 to 6 per- 
cent, and most tariffs on final products 
range between 10 and 15 percent. 


Although nominal tariffs on forest pro- 
ducts are modest, the escalation of tar- 
iffs by degree of processing leads to a 
difference between the nominal and effec- 
tive level of protection accorded domestic 
producers. 


Nominal tariffs apply to the total value 
of the imported product, but they protect 
only the portion of the total value pro- 
duced at home. Although consumers react 
to the change in price attributable to a 
tariff, the domestic producer of the pro- 
duct reacts to changes in his production 
costs, and these are affected by the 
effective rate of protection (Kreinin 
1979). 


The effective rate of protection 
reflects more accurately than the nominal 
rate the level of protection a domestic 
producer is given compared with foreign 
producers. The importance of the distinc- 
tion between nominal and effective rates 
of protection can be illustrated by a sim- 
ple example. 


Suppose a Caribbean country is interest- 
ed in developing a wood furniture industry 
to replace furniture imports. Further, 
the country hopes eventually to substitute 
domestic hardwood plywood for imported 
plywood used in the manufacture of the 
furniture. 


The domestic price of furniture is 
$1,000 per suite, of which $750 is for 
plywood and $250 is for value added (capi- 
tal and labor). The country imposes a 20 
percent tariff on furniture imports to 
protect its fledgling domestic furniture 
industry. The price of a suite will rise 
to $1,200 and, since nothing has happened 


to change the $750 cost of imported ply- 
wood, the post-tariff value added increas- 
es from $250 to $450. Thus, a nominal 20 
percent tariff on furniture raises the 
return to capital and labor by 80 percent 
above what it would be under free trade. 
That 1s, the cost of domestic imports, 
value added, can increase by 80 percent, 
and domestic furniture will still be com- 
petitive with imported furniture. The 
effective rate of protection accorded 
domestic producers of furniture is 80 
percent. 


Now, suppose the country decides to im- 
pose a 30 percent tariff on plywood as a 
measure to stimulate a domestic plywood 
industry. The plywood industry would use 
domestic hardwood timber to produce hard- 
wood plywood for the furniture industry. 
The tariff on plywood would increase the 
cost of plywood in furniture manufacture 
to $975 (1.3 x $750) and reduce the value 
added to $225 ($1,200 - $975). The effec- 
tive rate of protection accorded furniture 
is reduced from 80 percent to a negative 
10 percent [ ($225 - $250)/$250]. Thus, 
the tariff on plywood increases the cost 
of furniture production, thereby reducing 
the protective effect of the furniture 
tariff. In fact, the 30 percent plywood 
tariff is so great that the net effect is 
to impose a tax of 10 percent on the fur- 
niture industry. By its actions, the 
government may render the furniture 
industry unprofitable. 


This example illustrates two points. 
First, a carelessly designed tariff struc- 
ture can discourage rather than encourage 
domestic production; second, a general 
reduction in tariffs will increase the 
effective protection accorded domestic 
manufacture if the percentage reduction in 
tariffs on intermediate inputs is greater 
than the reduction of tariffs on the final 
product. 


Nontariff Barriers to Trade in Forest 
Products 


Despite the substantial reductions in 
nominal tariff rates in recent years, some 
trade specialists feel that there is a 
rising tide of protectionism in the world 
today. Modern protectionism is based upon 
a complex pattern of nontariff trade bar- 
riers, many of which are quite subtle and 
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difficult to identify, and which provide 
more effective protection than tariffs. 


The United States Tariff Commission 
identifies six categories of direct non- 
tariff barriers (USTC 1974): quantitative 
restrictions and similar specific limita- 
tions on trade; nontariff charges on im- 
ports; government participation in trade; 
Standards as technical barriers to trade; 
customs procedures and administrative 
practices; and discriminatory. ocean 
Freight rates. 


Complaints received by the USTC (1974) 
provide a rough indication of the impor- 
tance of each category. 


Quantitative Restrictions and Similar 
Specific Limitations on Trade. About 
one-third of total complaints to the USTC 
are about quantitative restrictions on 
trade. For the pulp and paper sector, 
licensing practices are the largest source 
of complaints, most of which are against 
developing countries and involve the im- 
port of books and paper products. Gener- 
ally, the objections concern the necessity 
of obtaining a license, which can be a 
lengthy and costly process. In the case 
of solid wood products, about 25 percent 
of all complaints deal with quantitative 
constraints, mainly restrictions on the 
export of unprocessed wood, quotas on ply- 
wood, and licensing practices. Two-thirds 
of the complaints were lodged against the 
developed countries, principally the 
United States. In addition, the United 
States has been accused of forcing volun- 
tary quotas upon foreign suppliers of ply- 
wood and lumber. 


An example of an import quota is the EEC 
quota on plywood imports. Imports less 
than the quota can enter duty free; im- 
ports in excess of the quota must pay a 
duty. Examples of export embargoes are 
the U.S. ban on softwood log exports from 
public lands west of the 100th meridian 
and the ban on logs from Canada, the Phil- 
ippines, Indonesia, and Thailand, to 
mention only a few. Voluntary export and 
import constraints are becoming increas- 
ingly important, especially in countries 
with significant market power, such as the 
United States. The use of multiple 
exchange rates has become a popular type 
of trade barrier, but its importance is 
difficult to document in the case of for- 
est products trade. Restrictive business 


practices by timber cartels and multi- 
national corporations also affect inter- 
national trade in forest products. 


Nontariff Charges on Imports. Nontariff 
Charges are the variety of charges to 
which the imported product is subjected in 
addition to the customs duty. Nontariff 
charges are perhaps the greatest barrier 
to trade in agricultural products, but 
they do not appear to be a major barrier 
to forest products trade. 


Government Participation in Trade. 
Governments participate directly or indi- 
rectly in trade through government monopo- 
lies, government procurement, national 
industries, government subsidy to export 
trade, and government subsidy to domestic 
industry. Government represents the 
Single most important impediment to free 
trade in forest products. 


The pulp and paper industry has long 
been heavily subsidized by governments 
throughout the world, and some countries 
in Southeast Asia (e.g., Korea and Taiwan) 
subsidize domestic plywood producers (Rad- 
cliffe 1981): Although 1t 1s difficwlit: won 
document, it is likely that government 
procurement policies favoring domestic 
products are a major barrier to trade in 
forest products. 


In most countries, the government either 
owns or controls a large portion of the 
forest resources. Government policies 
regarding the exploitation and export of 
timber from public land have a greater 
impact upon trade in forest products than 
any other single factor. For example, the 
use of biological criteria to determine 
the allowable cut of public forests makes 
the harvests of these forests insensitive 
to changes in world prices and represents 
a barrier to trade. Government-owned cor- 
porations dominate timber harvesting oper- 
ations in Indonesia, Thailand, Sri Lanka, 
and elswhere. Prohibition of trade in 
endangered species is another example of 
trade restriction, as are efforts to 
reduce the rate of removal of the tropical 
rain forest. 


Government subsidies to private forest 
landowners influence trade in forest pro- 
ducts, sometimes directly, as in the case 
of Brazil's pulp program; and sometimes 
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indirectly, as in the case of cost-sharing 
programs in the United States. Government 
regulation, such as environmental control, 
acts aS a barrier to trade by raising the 
domestic cost of manufacture above that of 
competing countries. I could go on, but 
the pattern is clear. Government inter- 
vention into the forestry sector is perva- 
Sive and substantial. 


When subsidized exports from one country 
threaten the domestic industry of the im- 
porting country, the General Agreement on 
Tariff and Trade permits the importing 
country to impose a countervailing duty on 
the offending import. A difficulty with 
this kind of remedy is that it can be a 
Gascon caman wsNooOes, Self in Toot.) >. The 
action may simply encourage the exporting 
country to retaliate by Imposing duties of 
its own on the import of goods from the 
country imposing the countervailing duty. 


A relatively new form of protectionism 
gaining rapidly in popularity among the 
developing countries is the use of recip- 
rocal trade agreements. In their simplest 
form, reciprocal trade agreements work in 
the following way: company X is granted a 
permit to build a pulpmill in country A. 
However, aS a condition for obtaining the 
permit, company X must agree to market a 
Stated amount of country A's products in 
X's home country. 


Reciprocal trade agreements represent a 
gross distortion of trade flows. They 
represent an extreme form of government 
intervention to bypass the price system of 
HOELiecading countries. lronically, it 1s 
likely that consumers in the developing 
country are most adversely affected by the 
agreement, since domestic production is 
shifted to the production of export goods 
whose value both at home and abroad may be 
less than the cost of production. 


Standards as Technical Barriers to 
Trade. Differences in standards among 
nations often present a major barrier to 
trade in forest products. The lack. of 
international standards for grading lumber 
and plywood is a frequent complaint made 
by exporters of these products. The 
failure of the United States to adopt the 
metric system both limits foreign solid 
wood imports into the United States and 
U.S. exports to other countries. Japan's 


rigid technical specifications limit 
imports into that country. 


The barrier presented by grading stand- 
ards becomes even more restrictive in the 
case of relatively unknown tropical hard- 
woods attempting to enter the markets of 
developed countries. Compared with the 
temperate forests, tropical forests con- 
sist of a large number of species, often 
numbering into the hundreds per acre. In 
addition, the physical characteristics of 
the trees are extremely variable from 
Species to species. This diversity cre- 
ates severe marketing problems for all but 
three or four specialty woods. 


Customs Procedures and Administrative 
Practices. The most frequent complaint in 
this category concerns customs valuation 
procedures. For example, U.S. exporters 
complain that they have a disadvantage in 
world trade because the United States uses 
f.o.b. values for assessing duties, while 
most countries use c.1.f. values. 


At the same time, other countries criti- 
cize the United States for the complexity 
of our valuation system, which uses nine 
different standards for import valuation. 
Most countries have adopted the Brussels 
Valuation System, which is based on the 
"normal price" of a commodity, defined as 
the price for which the good would sell at 
the time the duty is assessed. The United 
States has adopted a concept of value 
based upon the price at which the commodi- 
ty 1s actually sold. A frequent complaint 
against developing countries is their use 
of "official values" set by the govern- 
ment, rather than some form of market 
value. ; 


Discriminatory Ocean Freight Rates. 
Transportation costs can affect trade in 
forest products in much the same way as 
tani hse:  Inahde bs aeeanSpOntatton. COSE IS 
sometimes referred to as a "natural tar- 
Wines” 


A study of Indonesian exports to the 
United States estimates ocean transport 
and tariff costs for selected products 
(Yeats 1976). Transportation for forest 
products was about double the average for 
all products and was substantially greater 
than the tariff burden on forest products. 
Furthermore, the transportation cost from 
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Indonesia was substantially higher than 
the average for U.S. imports of similar 
products from other countries. The rate 
may be higher because of Indonesia's 
remote location from the U.S. market, but 
it may also be due to inefficiencies or 
other factors. A study of ocean rate 
policy found that large transport cost 
differentials for exports from developing 
countries to Europe are largely accounted 
for by such factors as loading costs, 
efficiency of port operations, utilization 
of shipping capacity, composition of car- 
go, and competition among carriers. All 
of these factors are subject to policy 
control (Fastbender and Wagner 1973). 


In a recent study of ocean transport 
costs for forest products, Wisdom (1983) 
found that the main factors influencing 
freight rate are distance, the unit value 
of the product, and the volume of trade on 
the route. Cargo with a high unit value 
tends to have higher freight rates. 
Freight rates for forest products are sen- 
Sitive to distance but not as sensitive as 
one might think. 


CONCLUSIONS 


The overall impact of barriers to trade 
in forest products is difficult to judge 
because of the wide variety of measures 
adopted and the absence of a quantitative 
measure of their impact upon trade. Con- 
sequently, assessment of their signifi- 
cance must be largely subjective. Assess- 
ment is complicated by the fact that fre- 
quently more than one barrier may be act- 
ing upon the same product and in more than 
one country (USTC 1974). The most impor- 
tant barriers to the export of forest pro- 
ducts from developing countries, roughly 
in order of their importance, are as fol- 
lows: 


1. Government restrictions on exports 
of unprocessed wood products. 


2. Absence of consistent standards for 
grading lumber and plywood exported 
from developing countries. 


3. Inadequate port facilities for 
handling forest products. 


4. Poor packaging of forest products 
for international shipping. 


5. Inadequate market information on 
tropical woods in the developed 
countries. 


6. Discriminatory ocean transport costs 
against forest products. 


7. Inadequate long-term credit for 
financing forest products exports. 


8. An escalating tariff structure. 


9. Delays in granting import licenses 
for forest products. 


Not all of these barriers are equally 
important to all countries. A country- 
by-country survey would be needed to mea- 
Sure the relative importance of each 
barrier in each country. 


Program Implementation 


The central thrust of AID policy is to 
improve the functioning of the free enter- 
prise system and to encourage free trade 
among the democratic developing countries. 
I interpret this to mean that we should 
focus our efforts on projects that would 
remove barriers to the efficient operation 
of the market system. These barriers 
might consist of government imposed con- 
Straints to trade, imperfect capital 
markets, imperfect market information, 
and, perhaps, economies of scale. 


Another important consideration is the 
limited resources of the developing coun- 
try, in particular, the ability to support 
the recurrent costs of AID projects. 
Increasing numbers of developing countries 
have severe cash flow problems. At a time 
when the richest nations of the world are 
finding it necessary to cut back on 
government programs, it seems only sensi- 
ble to recognize that the situation is 
more severe in the developing countries. 
It is not a question of needs but of abil- 
ity to pay. With these constraints in 
mind, the following tentative list of pro- 
jects is suggested for AID's consideration: 


Improve Port Facilities for Handling 
Forest Products in Developing Countries. 
Ort charges commonly make up Trom to 
60 percent of the total cost of ocean 


shipping (Bennathan and Walters 1979). 
Much of the port cost is attributable to 
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cargo handling and time spent in port. 
Programs designed to improve the handling 
of forest products can reduce ocean ship- 
ping costs significantly for bulky forest 
products such as lumber and plywood. 
Without a developed port facility, other 
forms of rationalization are a waste 
(Evensen 1975). 


Improve the Packaging of Solid Wood 
Products for Ocean Shipping. A demonstra- 
tion project in a developing country is 
Suggested, since much of what is learned 
about the packaging of tropical forest 
products can be transferred to other trop- 
ical countries. 


Analyze Long-Term Demand for Forest 
Products from the Developing Countries. 
‘This study would consist of an in-depth 
analysis of the major potential export 
markets for tropical hardwoods. The study 
would include the analysis of trends in 
wood use, wood use per unit of final pro- 
duct, substitute materials and projec- 
tions. The absence of basic references 
and statistical sources makes it difficult 
to conduct studies of foreign economies 
from within developing countries. The 
researcher frequently 1s hard-pressed to 
find basic information on the host coun- 
try, much less information on prices and 
wood use trends in the developed coun- 
tries. 


Prepare Profiles of the Major World 
Markets for Tropical Woods. This project, 
related to the previous one, would focus 
upon the preparation of profiles of the 
individual wood markets. The objective 
would be to prepare a series of documents 
In which key statistical and marketing 
information is presented in one place. 
The profiles would be made available to 
government and industrial planners and 
marketing departments of forest products 
companies to help them prepare their own 
sector plans and market studies. 


Provide Long-Term Credit for Exporting 
Forest Products from Developing Countries. 
Exporting wood products may involve the 
lapse of more than a year between the time 
the tree is cut to the time the product 
reaches the consumer in the export market. 
At the different stages from the forest to 
the consumer, there are needs for credit 
as sellers wait for payment from buyers. 
Capital markets are notably imperfect in 


developing countries and especially so in 
the case of wood exports because of the 
susceptibility of the product to damage, 
theft and loss. The approach should be to 
encourage existing financial institutions 
to adopt the desired credit program. This 
might require a system of credit guaran- 
tees or the provision of low-cost capital 
through the appropriate government agency. 
The specific financial mechanism would 
depend upon the country. 


Develop a Series of Extensionlike Pub- 
lications on Tropical Woods. The proper- 
ties and availability of the nonspecialty 
woods in the tropical forests could be 
made known through a series of publica- 
tions describing the technical properties 
of the woods, their occurrence, reliabili- 
ty of supply, and so on. 


Evaluate the Effective Level of Protec- 
tion Provided by Tariff and Nontariff 
Barriers to Trade on Forest Products. 
Although the nominal tariff rates applied 
to most forest products appear to be 
modest, it is necessary to know the effec-. 
tive rate of protection before one can 
draw conclusions about the level of pro- 
tection provided by the tariff schedules 
of the developed countries. A similar 
analysis needs to be made of the tariff 
schedule of the developing countries to 
determine whether the tariff structure 
favors or works against the development of 
domestic wood manufacturing. 


A Tropical Hardwoods Marketing Center? 


Should AID assist exporters to fund a 
"tropical hardwoods marketing center" in 
the United States? The establishment of 
marketing units in foreign countries is a 
conventional international marketing 
strategy. The U.S. forest products indus- 
try, for example, has an active overseas 
promotion program with offices in foreign 
countries. This program is in part subsi- 
dized by the Foreign Agricultural Service 
of the United States Department of Agri- 
culture. 


In the conventional export program 
financed by the exporting country, those 
who gain are the manufacturers of the 
exported products and foreign consumers. 


Those wno Jose are the consumers in the 


exporting country and producers of similar 
products in the importing country. Thus, 
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some opposition by U.S. hardwood producers 
to a tropical hardwoods center is to be 
expected. 


I do not believe that it would be advis- 
able for AID to become directly involved 
in the establishment of a marketing cen- 
ter. AID's involvement should be limited 
to providing funds for organization and 
start-up costs. The initiative and 
follow-through for the establishment of a 
hardwood marketing center should come from 
the developing countries, which should 
provide a substantial portion of the 
investment costs and all of the operating 
costs. If producers in the developing 
countries.are unwilling to provide sub- 
stantial support for the center, this 
would seem to provide prima facie evidence 
that the center is not viable. 


Personally, I prefer the concept of a 
tropical hardwoods marketing research cen- 
ter, designed to produce general market 
information for all interested countries 
and firms. The research center would 
coordinate the preparation of the market 
analyses and profile studies previously 
discussed above and disseminate technical 
information about the tropical woods. The 
direct marketing activities are better 
left to the countries and firms them- 
selves. 


A Marketing Information Clearing House? 


Is a marketing information clearing 
house desirable? The answer in this case 
is straightforward. Private enterprise 
already produces marketing reports for 
tropical woods, such as the "Export/Import 
Wood Purchasing News." This publication 
includes periodic reports on all major 
tropical hardwood producing regions, and 
it carries market announcements. AID 
should do nothing to threaten the survival 
of private initiatives. If private market 
reports are incomplete, AID might consider 
aiding these businesses to expand their 
coverage. However, this assistance should 
not lead to a permanent subsidy. 
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MANAGEMENT TRAINING FOR FOREST INDUSTRIES 
J. E. Seve 


This paper focuses on certain aspects of 
management training in the specific con- 
text of the private forestry enterprises 
in developing countries. Additionally, 
this report proposes some solutions to the 
forest industries management training pro- 
blem in which AID's private enterprise 
development programs could make signifi- 
cant contributions. 


PROBLEM DEFINITION AND PROJECT POTENTIAL 


As Laarman and Dutrow indicated in their 
introductory remarks, most developing 
countries suffer a shortage of persons 
with technical and managerial skills. The 
U.S. Agency for International Development 
(1982d) states: "Simple business skills 
are often in short supply... In even 
shorter supply are management skil1ls--and 
these are the harder of the two types of 
basic private sector skills to teach." 
This shortage of managerial skills is 
characterized as one of the "constraints 
to enhancing the role of private enter- 
prise in development" (U.S. AID 1982c). 


As the development of a country or soci- 
ety is a matter of degree, so is the 
shortage of managerial skills; the acute- 
ness of such shortage will vary from coun- 
try to country. Also, depending on the 
structure of a given national economy, the 
scarcity of technical and managerial 
skills may well vary from one sector to 
another. 


In the particular case of forest-based 
industries, it is virtually impossible to 
Propose a general solution to the scarcity 
of managerial skills as an obstacle to 
private enterprise development. Among the 
countries considered as "less developed" 
or "developing," the forestry sector pre- 
sents striking contrasts. One extreme 
would be the case of Chile with its highly 
integrated private forest industry and its 
sophisticated managers and professionals. 
At the other end of the spectrum would be 
a country like Nepal, which, although 
endowed with abundant forest resources, is 


merely a beginner in the forest industries 
field. In most developing countries where 
forest industries can contribute to eco- 
nomic development, the status of manage- 
ment skills probably lies between these 
two extremes. Moreover, each particular 
country will probably have its own pecul- 
jarities. As a result, the solution to 
the problem of management training for 
private forestry in developing countries 
must be approached on a country-by-country 
basis. 


In the majority of cases, forest related 
economic activities will involve forest 
management, harvesting and wood supply, 
and wood processing. Carrying out these 
activities requires technical skills, many 
of which are formally taught in profes- : 
sional and technical forestry schools in 
most developed and developing countries 
endowed with a significant forest resource 
base. While forestry curricula place a 
heavier emphasis on forest management, 
graduate foresters usually have at least a 
minimum of exposure to wood utilization. 
In addition to these technical skills, a 
Successful contribution of private forest 
industries to economic development 
requires a solid grounding in economics 
and managerial disciplines such as 
accounting, finance, marketing, and inter- 
national trade. An understanding of the 
institutional framework in which both pri- 
vate enterprise and the forestry sector 
operate is also needed. 


Thus, the ideal "forest industries mana- 
ger" would be an individual whose complex 
of knowledge includes forest management, 
wood utilization, economics, managerial 
skills and knowledge of the institutional 
framework. While the training of such a 
professional may appear to be an insur- 
mountable task from an academic standpoint, 
it is true that most successful managers, 
in any industry, master a combination of 
technical, economic, and managerial disci- 
plines. 
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The country-by-country analysis previ- 
ously mentioned will need to identify the 
skills that are available. In this con- 
text, and from the standpoint of forest 
industries, developing countries can be 
classified in three major groups: those 
in which technical and/or managerial 
skills are in short supply, those in which 
both technical and managerial skills are 
present but somehow do not get combined to 
form effective managers for private for- 
estry, and those with a well-developed 
private forest industry usually run by 
well-rounded managers. 


The countries in the first group are, in 
general, among the poorest, and the train- 
ing of managers has to be viewed in the 
broader context of general economic devel- 
opment. Usually, the economies in these 
countries are largely based on subsistence 
agriculture, and their industrial poten- 
tial is just being discovered. Countries 
in this group that welcome private enter- 
prise and are endowed with forest resourc- 
es should, perhaps as a first priority, 
identify the place of private forest 
industry as an eventual development lever. 
This identification would require, among 
other things, an understanding of the 
resource; an assessment of future markets, 
both domestic and foreign; a tentative 
definition of products to be made; and an 
estimate of cost advantages with respect 
to import substitution and export poten- 
tial. In a country where economic devel- 
opment is only beginning, skills and capi- 
tal will have to be supplied from outside 
sources until the country's economy--and 
the forestry sector within it--reaches a 
Stage of development that warrants and 
permits the training of professionals. 


Most developing countries with signifi- 
cant forest resources, however, are not in 
this first category, with the possible 
exception of countries in tropical Africa. 
Most forested countries in Latin American 
and Southeast Asia have professional for- 
estry schools and university programs 
which offer training in the disciplines of 
economics, accounting, and marketing. It 
seems, therefore, that most developing 
countries with private forest industry 
potential are in the second group, 1.e., 
those in wich managerial skills exist, 
but there is a lack of managers possessing 
the right combination of skills. 


Since the technical skills imparted in 
forestry schools are a necessary condition 
for forest industries development, most of 
these countries, with their professional 
forestry programs, have a fairly solid 
base from which to prepare managers for 
private forest industries. In many of 
these countries, however, one often hears 
complaints that the forestry graduates are 
not industry-oriented, are not interested 
in business management, have no business 
sense, and place too much emphasis on con- 
servation rather than production. These 
concerns have been echoed in the litera- 
ture on forestry education. Wyatt-Smith 
(1970) argues: "Very few professional 
foresters have found themselves in forest 
industries for several reasons.... The 
emphasis given during training does not 
readily equip them for posts in industry, 
even on the logging side. Industries are 
more interested in personnel with an engi- 
neering, economic, management, or commer- 
cial-type background or inclination, whe- 
ther they have a professional qualifica- 
tion on Nokes, 


Another argument is that forestry train- 
ing may be adequate for civil service but 
not for forest industries. For example, 
Richardson (1969) states: "It is perhaps 
also necessary to emphasize the desirabil- 
ity of separating industrial manpower re- 
quirements from those of production forest 
management. The kind of training required 
for the forest industries is basically 
different from that needed in forestry 
and, in the view of this writer, it cannot 
be provided by foresters." 


This view appears extreme. Forest 
industries, at least in North America, 
abound with professionals with forestry 
training who have turned out to be 
successful managers in private enterprise. 
Additionally, wood technology education, 
in most cases, appears to have been 
created by foresters. As Preston (1970) 
States: "Using the United States as an 
example, wood technology was essentially 
unheard of until shortly before the second 
world war.... Forestry programs, although 
land management based, contained a sub- 
stantial component of utilization, and 
many people with forestry education devel- 
oped interest in professional orientation 
toward wood and its conversion. Thus, the 
industry naturally looked to forestry 
schools for knowledge of the material and 
for manpower." 
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As in the case of the United States, 
most countries with professional forestry 
programs can train forest industry manag- 
ers by using the forester as a starting 
point, rather than by creating a complete- 
ly new type of professional. At this 
point, one may ask: What needs to be done 
to turn a forester into a forest industry 
manager? Although the answer will depend 
on specific situations, it can be 
approached on the basis of a few general 
considerations such as: 


1. What skills does a manager need to 
have in order to be successful in 
forest industries? 


2. Which of these skills are obtainable 
through existing forestry programs? 


3. Can existing forestry programs be 
Changed in order to include the 
necessary skills which they current- 
ly do not? 


4. If forestry programs are difficult 
to change, what other possibilities 
are there for industry-oriented for- 
esters or forestry students to gain 
exposure to managerial skills? 


Although some forestry programs have 
evolved to include courses in economics 
and management, this has not been a tradi- 
tional characteristic. Formal profession- 
al forestry education began during the 
first half of the 19th century in European 
schools which were created to educate 
civil servants, not industrial managers. 
Toward the turn of the century, forestry 
schools began to develop in North America 
with a similar orientation. Whereas in 
both Europe and North America some forest- 
ry graduates have developed careers in 
industry, most of them have spent their 
professional years in the public sector. 
Most schools, to this day, continue to 
have a civil service orientation. Most 
professional forestry programs in develop- 
ing countries began to appear after World 
War II and were highly influenced by North 
American and European foresters. There- 
fore, the civil service orientation of 
forestry curricula in most developing 
countries should not surprise anybody. 


In the most extreme cases, this orienta- 
tion totally precludes the exposure of the 
forestry students to wood processing, eco- 


nomics, accounting, marketing, and other 
business principles. In other cases, some 
of these subjects are dealt with so super- 
HiGia hhyethaee liGEleisSenetained. -Omlyrin 
a few programs do forestry students get 
taught a solid amount of economic and man- 


agerjial disciplines that will enable them 


to learn business management in their pro- 
fessional life. 


The introduction of managerial skills 
into forestry curricula depends to a large 
extent on the ability of private enter- 
prise to communicate with and influence 
the faculties of forestry schools. The 
school of forestry at the University of 
Chile presents an interesting example. 
Since its creation in 1955, this school 
has traditionally had several industry 
managers as part-time instructors. As a 
result, courses in wood technology, paper- 
making, accounting, business management, 
economic theory, forest economics, and 
forest products marketing have been part 
of the curriculum for several years. This 
1S in addition to the basic sciences, 
engineering, and forest management. 


While it would be nearly impossible to 
cover all of this material in a 4-year 
program, experience indicates that it can 
be well covered in 5 years. Needless to 
Say, the graduate of this program will not 
automatically become a manager. However, 
he will have had enough exposure to the 
subjects to decide whether or not he is 
interested in an industrial career, and to 
learn business management if he chooses to 
go that route. 


Most countries, however, do not seem to 
be as fortunate as Chile. In many cases, 
either the industry is not established 
well enough to influence the schools, or 
the faculties are simply not industry- 
oriented enough to assimilate inputs from 
the business community. In such cases, 
the forest-based industries must find 
other means of educating future managers. 


In several developing countries, forest- 
ers can find jobs in industry despite 
their lack of managerial training. 
Employment opportunities normally occur in 
forest-based companies with manpower needs 
in wood procurement, timber inventory, 
logging, reforestation, and other aspects 
of land management. However, experience 
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shows that, due to the lack of managerial 
skills, these individuals cannot progress 
in their careers beyond the level of mid- 
dle management. 


In finding avenues to supplement forest- 
ry training with managerial skills, pri- 
vate forest industry must focus on the 
availability of skills within the country 
before considering overseas alternatives. 
Overseas training is usually expensive and 
1s not always justified, especially if 
managerial training is potentially avail- 
able at home. In addition, private compa- 
nies must assess the need for training at 
different levels within their organiza- 
tions. Requirements for a recent graduate 
will be different from those for a land 
manager with 10 years of experience, even 
though both will need to develop and 
improve their managerial skills. 


The following section identifies manage- 
ment training programs that start with 
professional foresters as the basic raw 
material. 


STRATEGIES FOR IMPLEMENTATION 


Among the possible management training 
programs in wich AID could help private 
forest industries in developing countries, 
the following five appear to have the 
highest potential. 


Graduate Course in Forest Industries Man- 
agement 


This program should be offered to recent 
graduates working for private firms but 
could also be open to civil service for- 
esters, forestry instructors, and quali- 
fied undergraduate students. The program 
could be conceived as a three- to four- 
semester evening course leading to a 
master's degree in forest industries 
management. Among the subjects covered 
would be economic theory, forest econom- 
ics, principles of accounting, managerial 
finance, raw materials management, lumber 
and pane] manufacturing, introduction to 
papermaking, and forest products market- 
ing. Students would also have the option 
of taking certain courses without having 
to complete the whole program. Initially, 
Such a program could be a cooperative 
effort of AID, a university, and the for- 
est industry. Some of the faculty could 
be forest industry managers working on a 


part-time basis. A program of this kind 
could pay high dividends. Not only would 
it increase the managerial abilities of 
forest industry professionals, but it also 
would introduce forestry teachers and 
civil servants to managerial disciplines. 
This should help cultivate a better under- 
Standing of forest industry in the civil 
service and the academic community. 


Specialized Summer Courses 


These should be offered to professionals 
with several years of experience. The 
courses would involve a combination of 
technical and managerial disciplines 
specifically tailored to each individual. 
Depending on the country, some of these 
courses will have to be given abroad. 
These programs could be developed as an 
effort combining a local forest industry 
association, AID, a local university, one 
Or more foreign universities, and perhaps 
one or more foreign forest products compa- 
nies. These courses would be geared 
toward increasing the effectiveness of 
forest industry managers in their area of 
specialization. It 1s important that 
these courses be given on a full-time 
basis and over a brief period of time in 
order to minimize the manager's absence 
from his job. 


Overseas Graduate Courses in Forest Indus- 
tries Management or Related Disciplines 


These courses should be especially 
designed to prepare instructors for the 
graduate course in forest industries man- 
agement, although they could also be 
offered to high-potential industry indi- 
viduals in special cases. The programs 
would be offered at the master's or Ph.D. 
level, depending on each particular case. 
This type of training would also require 
the participation of industry, the local 
university where the graduate course in 
forest industries management will be 
taught, and one or more foreign universi- 
ties. Perhaps, initially, AID can coordi- 
nate these efforts. 


Management Seminars 


These can be domestically organized, 
perhaps as a joint effort between the 
local society of foresters and industry, 
with initial AID financial participation. 
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They would entail presentations by indus- 
try professionals on specific managerial 
subjects to young practicing foresters and 
to advanced undergraduate students. While 
these seminars would not necessarily qual- 
ify as formal training, they would give 
young foresters exposure to managerial 
problems and generally would facilitate 
communications between industry managers 
and young professionals. 


Introduction of Managerial Subjects in 
Undergraduate Forestry Curricula 


The development of this type of program 
will depend on the receptivity of forestry 
faculties to management disciplines, the 
nature and degree of contact between for- 
estry faculties and forest industries, and 
the availability of instructors qualified 
in both forestry and management. In any 
event, this program should become a goal 
to be attained as the programs described 
above begin to bear fruit. The result 
will be that forestry graduates will have 
been introduced to managerial disciplines 
by the time they graduate. This will make 
the young professionals in industry more 
effective in their work. Additionally, 
Civil service foresters will at least know 
the language of management. This, in 
turn, will lead to better government 
understanding of industry problems and to 
more cooperation between the private and 
public sectors. 


The programs suggested above appear to 
be consistent with AID's plans (U.S. AID 
1982a,b,c; McPherson 1982). If properly 
implemented, they have the potential for 
being self-sustaining with initial, but 
temporary, participation on the part of 
AID. 


REFERENCES 


McPherson, M.P. 1982. AID/IDCA policies 
and programs for private sector involve- 
ment in development abroad. Testimony 
before the House Foreign Affairs Commit- 
tee, February 24. 


Preston, S.B. 1970. Wood technology edu- 
cation. Unasylva 24(1):36-42. 


Richardson, S.D. 1969. Training for for- 
est industries and timber marketing. 
Unasylva 23(2):15-23. 


U.S. Agency for International Development. 
1982a. Policy Paper. U.S. AID, Bureau 
for Private Enterprise, Washington, DC. 


U.S. Agency for International Development. 
1982b. Policy Paper: Food and Agri- 
cultural Development. U.S. AID, Wash- 


IngitonweDes 


U.S. Agency for International Development. 
1982c. Policy Paper: Private Enter- 
prise Development. U.S. AID, Bureau 
for Program and Policy Coordination, 
Washington, DC. 


U.S. Agency for International Development. 
1982d. Private Sector: Ideas and 
Opportunities. Program Evaluation Dis- 
cussion Paper No. 14. U.S. AID, Wash- 
ingtonewOC: 


Wyatt-Smith, J. 1970. Training require- 


ments for forestry in tropical Africa. 
Unasylva 24(1):26-35. 


25 


SUCCEEDING IN FOREIGN JOINT VENTURES 


Norman E. Johnson 


INTRODUCTION 


If one reads the international news page 
of "Pulp and Paper," he will see a variety 
of activities in the joint-venture busi- 
ness. Weyerhaeuser Company sold its in- 
terest in International Timber Corporation 
of Indonesia to its Indonesian partners. 
Kimberly Clark, while starting a new joint 
venture in Australia, has purchased 100 
percent ownership in the Suzano-Kimber ly 
mill near Sao Paulo in southern Brazil. 
Scott Paper is building a joint-venture 
mill in Malaysia. At the same time, some 
large forest industry projects are going 
on without benefit of U.S. or European 
partners, including projects in Africa, 
India, Cuba, Argentina, and Brazil]. 


A joint venture is a form of partner- 
ship. Partnerships in one's own country 
composed of partners of the same ethnic 
and cultural backgrounds and speaking the 
same language can have serious problems. 
Joint ventures between U.S. companies and 
partners of developing countries can have 
even greater problems. However, the 
opportunities far exceed the problems for 
those companies who develop successful 
joint ventures. 


SOME SUGGESTIONS FOR SUCCESS 
Partners 


Perhaps the most important step in 
Starting a successful joint venture is the 
selection of a local partner. In Indones- 
ja, for example, more than 700 forest 
concessions have been granted. Conces- 
sions were allotted to governments, war 
heroes, businessmen, politicians, and 
wives of politicians. 


The most successful joint ventures I 
have been acquainted with are those in 
which the local partner is a successful 
businessman in his own right. Weyerhaeus- 
er's partners in Indonesia were a group of 
army officers who had been given a large 
timber concession to raise funds for re-. 
tired military personnel. Georgia- 
Pacific's partner, on the other hand, is a 


highly successful local businessman with 
connections to the top of the government. 
Weyerhaeuser's partner in Malaysia is a 
philanthropic branch of the government. 


Some local partners take a "back seat" 
role in the joint venture. This is usual- 
ly accomplished by paying the local part- 
ner enough so that he or she does not care 
to get involved. Some of these joint ven- 
tures have survived for a number of years, 
but usually this kind of arrangement leads 
to trouble within a short time as mistrust 
develops. 


Building Trust 


Coincident with selecting a partner is 
developing trust between the partners and 
with the government. Usually, at first, 
the local partner and government will be 
skeptical of large companies from devel- 
oped nations. They have seen companies 
with good reputations at home behave diff- 
erently away from home. On the other 
hand, most U.S. businessmen are suspicious 
of foreign partners and governments, 
thinking that they are out to "fill their 
pockets." 


Local governments are making it more 
difficult all the time for foreign firms 
to form joint ventures as they demand a 
bigger share, limit the profit that can be 
taken out, insist on more forward integra- 
tion of products, and insist on majority 
ownership and control. Fees traditionally 
charged by the parent company for manage- 
ment, sales, and technology are often a 
Source of contention and distrust. 


How is trust developed? The process 1s 
the same as that for developing trust be- 
tween husband and wife, parents and chil- 
dren, management and labor, or businesses 
and government in this country. Some of 
the rules follow. 


1. Jointly work out goals, objectives 
philosophies, and respective respon- 
sibilities. 
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2. Involve the local partners as much 
as possible. 


3. Reduce the "We-They" to a minimum. 


4. Treat them as you would like to be 
treated. 


5. Discuss problems openly and honest- 
ly. 


6. Don't try to hide anything from the 
local partner. 


7. Try to meet the needs of the local 
government and follow as closely as 
possible its rules and regulations. 


Relative to point 7, Schenck (1979) said 
of successful joint ventures in Indonesia, 
"They plowed their timber profits back 
into the business. This is the key to 
success." Local partners and governments 
are quick to sense wen the foreign part- 
ner is looking for immediate profits at 
the expense of growth. 


Negotiating with Governments 


In many joint ventures, the partners 
will be the government itself. In any 
event, the government will be heavily 
involved. Wells (1977) gives some good 
advice for negotiating with governments of 
developing nations. He points out that 
with emerging nationalism, negotiations 
with governments in Asia, Africa, and 
Latin America have become increasingly 
frustrating. He says that sometimes mis- 
understandings have been so great that 
they have led to a breakdown in discus- 
Sions that each party would have liked to 
bring to a successful conclusion. To 
increase the chances of successful negoti- 
ations, Wells' first rule is to understand 
local economic and political problems. 
This sounds easy, but it may not be. The 
government representative may be interest- 
ed in more than cash flow. Wells says 
that the representative often has to show 
his people that he is getting something 
for them that is at least as good as 
neighboring governments have gotten for 
their people. At the same time the repre- 
sentative is trying to get a good deal for 
his country, he may well be trying to get 
a better deal for himself. 


Wells' second suggestion is not to 
expect that terms will remain unchanged. 


A Malaysian Chinese told me once that 
whereas Westerners look at a contract or 
agreement as something final, the Oriental 
often looks at a contract as a beginning 
point for more bargaining. Also, it is 
characteristic of people in some countries 
to say "yes" to be polite when they really 
mean "no." A third suggestion by Wells is 
to watch the tone of the agreement. One 
must avoid self-praise. Few persons in 
developing countries like to have the 
accomplishments of Americans called to 
their attention. In fact, I doubt that 
they like being referred to as "developing 
or Third World nations." 


I have mentioned earlier the need for 
patience in negotiating with governments. 
One must be prepared to wait hours for 
appointments. One should also be prepared 
for cancellations and substitutes. Once 
you get an audience, it may take a long 
time to get down to business. Having 
someone with you who is familiar with the 
local government officials is very help- 
FUR 


Now a couple of comments relative to 
communications: I cannot over-emphasize 
the importance of using simple words and 
repetition. Frequently, I have seen 
people in developing countries who spoke 
what appeared to be perfect English fail 
to get the meaning of a message because 
the U.S. visitors used language filled 
with idioms, colloquialisms, and jargon. 
Misunderstandings are more often the rule 
than the exception when persons from diff- 
erent cultures are trying to communicate. 


It is important to learn the local lang- 
uage for routine communication, and to 
show an interest in the people and cul- 
ture. However, unless one becomes excep- 
tionally proficient in that language, he 
Should always work through a qualified 
interpreter. One or two mistakes in 
communication can cause irreparable damage 
to negotiations. 


Our nonverbal communications can be as 
important as our verbal ones. These 
include the way we dress, the way we posi- 
tion our bodies, our gestures and facial 
expressions. In some cultures, crossing 
one's legs is impolite. In others, offer- 
ing something with the left hand is an 
offense. Get some knowledgeable counsel! 
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on this before going to meetings. You 
will also need advice on gift giving, both 
from a local customs point of view and 
from a U.S. legal point of view. 


More important than any of the above 
Suggestions, however, is to be sincere and 
honest in wnat you say. Even though local 
customs may allow local officials to con- 
ceal their feelings, they expect the U.S. 
businessman to be open, sincere, and 
honest. 


Selection of Managers 


In analyzing Weyerhaeuser's successes 
and failures in its Far East ventures, Dr. 
Fred Fosmire, senior vice-president for 
human resources, gave this description of 
the manager who will be successful in 
Malaysia: 


1. The effective manager in Malaysia 
must develop a deference to and a 
respect for the sensitivities of a 
multiethnic work force. 


2. He recognizes harmony as an impor- 
tant business orientation. Rela- 
tionships are more personalized, 
with an unwritten code that relates 
more to unspoken tolerance and 
understanding than to legalistic 
agreement. 


3. The highest priority (among the 
Malays) goes to getting along with 
others. Much social behavior is 

- concerned with showing mutual 
respect. 


4. The ideal manager is one who is 
always calm, courteous, and pleas- 
ant. 


5. The ideal manager understands social 
and political forces in the country. 
He understands that government 
impact on the policy, performance 
and behavior of business has never 
been stronger in Asian countries 
than it is today. 


I have been associated with perhaps a 
hundred expatriates in Far East joint ven- 
tures. The quality and qualifications of 
these people have ranged from exceptional- 
ly good to exceptionally bad. Character- 


istics of the better qualified expatriates 
follow: 


1. The expatriate must have real knowl- 
edge, something to offer. No matter 
what his social qualities are, if he 
doesn't know his job, the local is 
quick to sense it and will likely 
reject him. 


2. The expatriate should, want to train 
as well as operate. How he does 
this is not as important as that he 
does it. Some of the most success- 
ful trainers I have seen are hard- 
nosed, hard-talking operators with 
something important to teach and who 
are willing to do so. Another way 
to put it is that a phoney is quick- 
ly detected no matter how aware he 
1s of local culture. The local 
wants to learn, and he wants to be 
taught by someone who knows his 
trade. The expatriate manager must 
be willing to teach by doing rather 
than in the classroom. He must go 
into the woods, the sawnill, or 
maintenance shop and work side by 
Side with locals in order to achieve 
best results. 


3. It is helpful if the expatriate and 
his/her spouse have a genuine inter- 
est in learning new cultures and new 
languages. A knowledge of the lang- 
uage, however rudimentary, will 
improve relationships and make the 
stay more enjoyable. It is equally 
aS important for the spouse to be 
adaptable and happy as it is for the 
employee. 


4. To be most successful, the expatri- 
ate should be willing to stay more 
than the 1 or 2 years that most of 
them do. I would like to see 
commitments of 3 to 5 years. 


5. Both husband and wife should demon- 
Strate patience and undone anaes 
and not say "In America, we. 


There is no sure method of selecting 
candidates who will succeed in overseas 
assignments. A start, however, is to have 
both husband and wife interviewed by sev- 
eral persons wno have been overseas. By 
doing this, I believe that we can be 
"right" about 80 percent of the time. 
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Training 


I can't overemphasize the need for 
training. It must start as soon as possi- 
ble and be carried out for the life of the 
joint venture. I have discussed the kind 
of trainers that are desirable, but I 
would like to make these additional 
points: 


1. Don't overstaff with expatriates. 
Select a few good ones and let them 
get locals ready for key jobs. In 
other words, create a real need for 
training. For example, one expatri- 
ate and 400 Indonesians ran a Suc- 
cessful, medium-size logging company 
in Kalimantan (Schenck 1979). 


2. Be willing to take some risks by 
putting locals in jobs that really 
challenge them against a set of 
agreed-up standards. Where possi- 
ble, get locals involved in the 
evaluation of performance. (This is 
not always easy to accomplish where 
the culture stresses harmony. ) 


3. Make sure that all expatriates are 
trainers and not just human-resource 
types. Training should be a key 
component in each expatriate's 
Standards of performance. A size- 
able part of his compensation should 
be based on how well he does his 
training job. 


Training cannot be stressed too much. 
However, I am of the opinion that the ris- 
ing tide of nationalism in many countries 
stands in the way of optimum staffing. 
Certain technologies take longer to trans- 
fer than others. At some stage of nation- 
alization, a government should allow comp- 
anies to select specialists from the 
nationality that can do the job. I have 
seen wholly owned companies in developing 
Countries with European or U.S. production 
managers. This is perhaps another way of 
Saying that some technologies take longer 
to transfer than others. 


OPPORTUNITIES FOR JOINT VENTURES 


Most countries are closing the doors to 
ventures in wich the foreign company has 
full control. There are fewer opportuni- 
ties to just harvest and export logs. In 
some countries, even sawmilling is closed 
to foreign ownership. Most countries want 
more advanced technology such as plywood 


or pulp and paper. Pulp and paper facili- 
ties are very expensive, and many U.S. 
companies are not willing to take the 
risk. Some are, however. There are also 
opportunities for secondary manufacturing 
such as furniture, shipping containers, 
and other paper products. 


For certain, many U.S. forest products 
Companies are going to have to become more 
international in their perspective if they 
are going to grow. We may find that we 
can add value to our raw material 
exports--such as market pulp or liner--by 
setting up joint-venture secondary manu- 
facturing plants in developing countries. 


The opportunities for joint ventures 
exist, if U.S. businessmen are willing to 
change their traditional attitudes. In 
particular, the U.S. businessman will have 
to think more about ventures where he is 
not in full control. He will have to be 
willing to leave more of his profits in- 
country. He must think in terms of more 
permanence than he has in the past. Pro-- 
fits will be less and returns on invest- 
ment lower. But, as I mentioned earlier, 
Survival of many U.S. companies will 
depend on expanding their international 
investments. 


A new kind of joint venture is develop- 
ing in which U.S. companies provide the 
technology and the management, and other 
countries provide the money. Billions of 
dollars generated by o11 and successful 
industry in other countries are available 
for joint ventures, both abroad and in the 
United States. In fact, over the next 
decade, this may well be the rule rather 
than the exception. Georgia-Pacific 
Corporation, for example, will be a 25 
percent owner and the manager of a pulp 
mill in Sumatra without the infusion of a 
great deal of capital. 


Another opportunity for U.S. forestry 
expertise may be in working with countries 
that are establishing large-scale hydro- 
electric, estate crop, or transmigration 
projects. 


HOW AID CAN ASSIST IN JOINT VENTURE 
ESTABLISHMENT 


AID is in a position to help bring 
joint-venture partners together. AID 
Should be able to assess the available 
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resources and the local needs for develop- 
ing these resources. This information 
could then be made available to interested 
U.S. companies. However, to get good 
information, it will be essential to have 
more people in AID who have the background 
and experience to assess industrial oppor- 
tunities. 


Also useful would be the analysis of 
successful and not-so-successful joint 
ventures. These would prevent new ven- 
tures from repeating mistakes. 


AID can also be helpful in making 
joint-venture partners aware of local 
customs and cultures and in facilitating 
meetings of proposed U.S. partners with 
key government people. 


AID can help governments understand the 
role that private industry can play in the 
full development of the host country's 
resources. Because of some excesses of 
private enterprises in some foreign 
investments, some governments have become 
suspicious of the role of private enter- 
prise. In Honduras, for example, the 
government has taken over the marketing of 
all lumber exports. This has been a real 
disincentive to private sawmills. The 
government has also tried its hand in run- 
ning sawnills, without much success, and 
it is my opinion that industry could help 
Honduras out of a severe economic prob- 
lem. 


THEORETICAL AID PROJECT 


Let us continue with the Honduras situa- 
tion and propose a way that AID and indus- 
try could help improve the forest products 
earnings of that country. 


First, the situation: In the mid-1970s, 
the government of Honduras took over 
ownership of all the trees in the country. 
The government dictates which trees are 
cut and when. The government is supposed 
to pay stumpage to the landowner. How- 
ever, it quite often does not, using as an 
excuse confusion in landownership. When 
it does, the stumpage paid is a fraction 
of wnat the timber is worth. As a result, 
there is little or no incentive for a 
landowner to grow trees on his land. In 
fact, most want to get rid of the trees in 
order to rid themselves of government 
influence. 


The government also took over control of 
the marketing of al] lumber produced in 
the country. Honduran industry feels, and 
rightly so, that the government does not 
know how to get the most from the market- 
place. Second, it is well known that the 
government pays the owner only 50 to 70 
percent of market price. This is done in 
lieu of imposing an export tax, but it 
puts industry at the government's mercy. 
It also reduces the incentive to produce a 
quality product, since the identity of the 
producer is lost in the morass. 


The government now runs two modern saw- 
mills, has an ultramodern one about ready 
to start up, and has another on the draw- 
ing boards. The latter two are part of a 
system to supply chips to a proposed 
125,000-ton-per-year pulp mill. 


Now, here are the problems. The two 
mills are broke. Maintenance is lacking, 
and the equipment is in tough shape. 

There are no managers wno have run suc- 
cessful production facilities. The 
government sawnills have no responsibility 
for marketing their product, and they are 
as critical of the government marketing 
program as are the private sawmills. 


The newest mill is designed to cut 96 
million board feet a year. It is highly 
automated but situated in an area were 
most of the people live in thatched huts. 
The nearest timber supply is 90 kilometers 
away. The state of the world economy 
forces another look at the economics of 
the pulp project. The sawmill will be 
ready to produce chips, but with no market 
for them. 


In my opinion, only more private enter- 
prise will help the situation. How can 
AID help? 


First, AID can help change Honduran law 
so that there is a better incentive for 
private industry to get involved. Second, 
AID can attempt to find a joint-venture 
partner for the sawnills. Failing this, 
efforts should be directed to arranging at 
least a management contract with a company 
that has a good record in sawnilling. The 
solution is never as obvious as the prob- 
lem, however. It will take the U.S. 
government, the Honduran government, and 
business interests in the private sectors 
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of both countries to harmonize their for- 
est products industry. 
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TECHNOLOGY TRANSFER IN THE FOREST 
INDUSTRIES 


Harvey W. Wallender III 


Acquisition and exploitation of effec- 
tive technologies is a critical process 
for the development of forest products 
industries in developing countries. At 
present, there are multiple channels 
through which technology can be provided. 
Unfortunately, the technology transfer 
process has been inhibited by a number of 
factors. The inability of the user enter- 
prises to identify needs and links to 
appropriate suppliers has proved to be the 
most critical factor that has slowed tech- 
nology exchange. Understanding the char- 
acteristics of users and suppliers points 
out how technical assistance programs 
might be designed to stimulate more effec- 
tive collaboration. Additionally, a clear 
understanding of user and supplier behav- 
lor gives insight into the role of sup- 
porting institutions within and outside of 
the developing world. The following 
material will strive to: (1) define the 
overall technology (knowledge) flows into 
a developing country, (2) describe the 
major factors inhibiting developing coun- 
try enterprises, (3) identify the charac- 
teristics of the U.S. supplier, and (4) 
suggest strategies for new assistance pro- 
grams that can improve the technology 
transfer process to the forest products 
sector of developing countries. 


THE FLOW OF TECHNOLOGIES TO DEVELOPING 
COUNTRIES 


Technology is often discussed in rela- 
tionship to the control and dissemination 
of knowledge. Basically, two forms of 
knowledge transfer are involved in the 
productive process: "hardware" and "soft- 
ware." However, a commonly held view of 
technology is that it is simply hardware, 
embodied in the infrastructure of 
factories, machines, and products. But of 
equal importance is software, or the non- 
material components of the productive pro- 
cess which might best be categorized under 
expertise. 


One appropriate definition of technolo- 
gy, which encompasses both hardware and 


software, is that in which technology is 
defined as "...any tool or technique, pro- 
duct or process, physical equipment or 
method of doing or making, by which human 
capability is extended." 


Technology, in forms of the overal| 
national need, will be defined as a combi- 


- nation of pure technical knowledge and 
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expertise. Such technology may be subdi- 
vided into five categories: 


1. General knowledge: that which is 
publicly available within the socie- 
ty, e.g., through books or universi- 
ties. This 1s the "common fund" of 
knowledge. 


Industry-specific knowledge: tech- 
nical knowledge that 1s common to an 
industry and possessed by all firms 
within it. It involves the knowl- 
edge of how to produce a product or 
manage a general industry process. 


System-specific knowledge: that 
knowledge and Know-how necessary for 
the production of a specific product 
which 1s acquired through engaging 
in certain tasks or projects linked 
to the production of a specific 
jtem. Other firms producing a simi- 
lar good would, in the course of 
actual operation, probably obtain a 
Similar type of knowledge. 


Firm-specific knowledge: production 
or process knowledge or know-how 
unique to a specific firm. This 
technical knowledge would go beyond 
what a competing firm might acquire 
if producing similar products, e.g., 
the Xerox process, the Coca-Cola 
formula, special metal-casting tech- 
niques, or special skills in market- 
ing and management. 


Ongoing problem-solving capability: 
primarily know-how resulting from 
experience and necessary to solve, 
on a continuing basis, production 
and process problems. 


It 1s obvious that these types of knowl- 
edge and know-how are vested in different 
degrees in various suppliers (Wallender 
and Boggs 1979). 


The problem, from the receiving coun- 
tries' point of view, lies first in decid- 
ing what types of specialized knowledge 
are required to fulfill their development 
planning needs on a project-by-project 
basis. Following such identification, a 
choice must be made between alternative 
suppliers in accordance with their ability 
to deliver the required knowledge at an 
acceptable "price." 


SOURCES OF TECHNOLOGY 


For each country at different stages of 
technological development there are a num- 
ber of feasible suppliers of technology. 
Determining which supplier to encourage 
depends on the type of technology required 
(planning, design and construction, value 
engineering, etc.) and the best methods 
for transferring it (given both the type 
of technology required and the state of 
local technological development). Only 
after these have been answered can the 
costs and benefits associated with obtain- 
ing the technology from different suppli- 
ers be determined. In terms of the type 
of technology, it is clear that countries 
with well-established technostructures can 
afford to buy separate parcels of technol- 
ogy (unbundled or disaggregated technolo- 
gy) and may not necessarily have to import 
full systems which provide technologies 
for all stages of the project cycle. How- 
ever, countries without well developed 
industrial bases may have to be more sys- 
tematic in obtaining not only the initial 
plant, equipment, and start-up technolo- 
gies, but also access to a continuous 
stream of ongoing technology. Value 
engineering and new product development 
may be necessary to keep the plant effi- 
Cient and competitive in relationship to 
global technology change. 


The second, and equally important, ques- 
tion concerns the methods of transferring 
the technology. The appropriateness of 
the transfer mechanism depends on the 
ability of the user to acquire and absorb 
the technology. In some cases, only docu- 
mentation and equipment may be required to 
transfer the requisite information. But 
in other cases, extensive training, learn- 


ing visits or long-term exchanges of 
personnel may be necessary. The method 
will obviously depend on the type of tech- 
nology selected and on the ability of the 
local user to absorb and use the informa- 
tion being transferred (Behrman and 
Wallender 1976). 


There are seven basic sources, each of 
which can supply certain types of technol- 
Ogy and, as a result, use certain methods 
of transfer. These sources are: 


1. General educational programs. 


2. Direct foreign investment and 
Ongoing joint ventures. 


3: Consult ing/engineering firms. 


4. Independent licensing, technical 
assistance agreements and manage- 
ment contracts. 


5. Sales of equipment and supplies. 


6. Intergovernmental cooperation and 
assistance. 


7. Contributions of private volunteer 
organizations. 


Reviewing the alternate sources, we Can 
make certain generalizations about the 
types of technologies available from each 
source, and the fundamental costs and 
benefits associated with each particular 
Supplier. 


General Educational Programs. These 
provide the essential mechanism through 
which technical manpower and skilled per- 
sonnel are developed within any country. 
Expertly trained engineers, lawyers, and 
managers must be coupled with an adequate 
supply of technicians and semiskil led 
workers to form a complete system. Many 
developing countries are unable to develop 
effective managerial and technical skills 
and to hold those so trained in the coun- 
try. Much has been said about the "brain 
drain," and it should be noted that a 
first step toward building a healthy tech- 
nostructure is the creation of a sociolog- 
ical and economic environment that pro- 
vides an opportunity for professional 
development for the manager, technician, 
and scientist. 
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Direct Foreign Investment. This has 
been a traditional source of technology 
and capital for many developing countries. 
The unique aspect of direct foreign 
investment is that it provides general, 
industry-specific, system-specific, firm- 
specific, and ongoing problem-solving 
knowledge. It also has the greatest 
Capacity to provide long-term development. 
Unfortunately, direct foreign investment 
in certain cases has been unable to adapt 
its activities to the development of tech- 
nology “appropriate" to local conditions. 
There are also cases of misuse of transfer 
pricing, management, taxation, and remit- 
tance restrictions. 


Direct foreign investment, although it 
brings training and infrastructure, also 
brings with it certain foreign control and 
intervention in the local environment. In 
most cases, due to the proprietary privi- 
leges and product responsibilities of the 
supplier firm, the multinational corpora- 
tion will insist on significant control 
over use, diffusion, and export of the 
technologies transferred. Unlike the 
local user, the foreign supplier may be 
optimizing on the global level and, there- 
fore, have some stake outside the local 
jurisdiction. This foreign influence over 
local industrial activities has created 
Significant political reactions and has 
resulted in major movements to curtail and 
control the foreign supplier. 


Consulting and/or Engineering Firms. 
Knowledge which is primarily industry 
specific can be provided through technical 
experts who are hired to work with local 
companies for designated periods of time. 
These suppliers seldom provide long-term 
technological support, although it is 
available in certain circumstances and at 
a high price. These firms traditionally 
receive direct payment in hard currency 
for their activities or, possibly, payment 
in kind (a percent of production or of a 
local natural resource). The balance of 
payments impact is immediate for the pur- 
chase of technology from this source. 
However, it does provide a greater amount 
of local control] over the importation and 
use of the technology. 


Licensing, Management Contracts, and 
Technical Assistance Agreements. These 
represent major contractural methods - 


through which industry-, system-, and 


sometimes firm-specific technologies can 
be purchased. They may be individual con- 
tracts or part of direct foreign invest- 
ment. In many cases, these agreements 
provide training and other ongoing mainte- 
nance for the licensee. However, in most 
instances, a licensing, technical assist- 
ance, or management agreement deals only 
with one part of the system. It is gener- 
ally assumed that the other critical com- 
ponents of the system function efficient- 
ly, and will fit effectively with the sep- 
arate imported technology. Most develop- 
ing nations, in fact, do not have the 
technical infrastructure or the industries 
which are well enough developed to make 
maximum use of this kind of specialized 
agreement. 


Purchase of Equipment and Supplies. 
This has been a major avenue for technolo- 
gy importation for the developing coun- 
tries. In most cases, equipment is pur- 
chased, along with company training and 
assistance programs. However, this kind 
of activity seldom provides ongoing sup- 
port to adapt, modify, or use the equip- 
ment in any fashion other than that 
related to its original specifications. 
The equipment and supply organizations do- 
not benefit from the technological inde- 
pendence of the user, but rather from his 
long-term association in which repeated 
sales of evolving technology can be made. 
Although the user does have significant 
control of the technology on a day-to-day 
basis, he 1s in many ways dependent upon 
the equipment salesmen with whom he has 
little bargaining power except to refuse a 
purchase. 


Foreign Government Assistance. This has 
been a major vehicle for providing certain 
types of appropriate technology, especial- 
ly in the area of health and agriculture. 
Usually these programs are only partially 
paid for by the user in hard currency, and 
they tend to have some related political 
cost. The user country has less bargain- 
ing power over a foreign government than 
over a private supplier. In many cases, 
the foreign government may be the only 
organization capable of accepting the risk 
of making transfers to industries within 
certain developing countries. Unfortu- 
nately, the governmental assistance pro- 
gram, while technically desirable, may be 
lacking in the dynamism of the more com- 
petitively oriented, private commercial 
activities. 
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TABLE 1.--Relative knowledge transfer of alternative sources of technology 


Supplier 
Direct Independent 

Technology General foreign consulting/ Independent Equip. Gov. 
Types education investment engineering licensing’ sales PVO assistance 
General 

knowledge Yes Possible Seldom 0 0 Seldom Yes 
Industry 

specific Possibly Yes Yes 0 0 Yes Yes 
System 

specific Possibly Yes Yes Yes Yes Yes Yes 
Firm 

specific 0 Yes Possibly Yes Possibly Possibly Seldom 
Ongoing 
Problem 
Solving 0 Yes Seldom Seldom Seldom Possibly Seldom 
O = almost never provided. 
Private Volunteer Organizations. Such select certain types of system and indust- 


Organizations as the International Execu- 
tive Service Corps or the Pan American 
Development Foundation transfer a wide 
variety of technologies to developing 
countries. These »rganizations, unlike 
large corporations or governments, often 
have goals that are socially more consist- 
ent with those of the user country. The 
basic operating objective of many of these 
Organizations is to serve critical social 
goals of the developing countries. They 
are not as sensitive to the problems of 
profit maintenance as are other suppliers. 
In many cases, the private volunteer 
Organization may have a wide range of 
knowledge suitable for transfer, but it 
seldom has sufficient resources to trans- 
fer extensive amounts of technology to 
cover the entire range of traditional pro- 
ject cycles. The private volunteer organ- 
ization, however, can be an important 
alternate source of technology and provide 
a complementary function to other sources. 


Summarizing the different sources of 
technology, we can see that various alter- 
natives provide different types of knowl- 
edge and expertise. The basic trade-off 
centers on whether the user needs and 
desires technology for all stages of the 
project cycle, or whether, in fact, he can 


ry-specific components that can be built 
into an existing technostructure. The 
costs associated with the different 
sources include direct hard currency pay- 
ment for services, surrender of some part 
of the market, or political obligations. 


Table 1 summarizes the types of technol- 
ogy normally provided by. the various sup- 
pliers. The table indicates that the 
multinational firm provides various types 
of technology, among them firm-specific. 
Some writers argue that firm-specific 
knowledge may be the most critical in 
terms of developing local industrial capa- 
bility in developing countries. Natural- 
ly, if the receiving country 1s interested 
only in import substitution and is not 
committed to developing the most viable 
and competitive industries in the initial 
stages, it may not be concerned about 
acquiring the most effective firm-specific 
knowledge. The local government may fear 
that the multinational firm may become a 
monopoly, thereby costing more in finan- 
cial and control terms than it brings in 
social and economic benefits. 


Most of the technology transfer alterna- 
tives, as shown in Table 1, fail to pro- 
vide ongoing sources of problem solving 
and product development. Through direct 
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foreign investment, the foreign technology 
Supplier has a commitment to the local 
user that goes far beyond any initial 
transfer. This involvement may motivate 
the multinational corporation to supply 
firm-specific knowledge of changes, modi- 
fications, and improvements so that the 
user can face new problems brought on by 
external markets. It is possible that 
specialized consulting agreements could be 
set up to supply continuing technology, 
but there is little evidence that this has 
ever occurred. In fact, there seems to be 
a history of tragedies in which key plants 
have been finished under the initial 
specifications and have rapidly atrophied. 
Thus, with all of the sources we have dis- 
cussed, there are a number of associated 
advantages and disadvantages. 


NEEDS OF ENTERPRISES IN DEVELOPING 
COUNTRIES 


Efforts must be made at the national 
level to balance and improve the importa- 
tion and diffusion of technology. This 
includes upgrading and expanding educa- 
tional programs as well as improving 
foreign investment controls and incen- 
tives. Yet at the local level, small and 
medium-size enterprises could play a more 
dramatic role in economic development if 
technology and other assistance programs 
were more carefully linked to their immed- 
jate needs and operating characteristics. 
Following a decisionmaking approach, we 
can visualize any technology user firm as 
having first to identify opportunities and 
needs. This activity is then followed by 
general planning and a search for differ- 
ent options for acquiring technology. The 
next stage is the evaluation, bargaining, 
and negotiation process through which the 
user firm completes the plan. Once pur- 
Chased, the technology must be transferred 
and implemented. Almost immediately the 
enterprise must begin making productivity 
improvements and looking for new ways of 
exploiting the newly acquired technology. 
Finally, the user may actually acquire his 
Own product development and research 
Capacity to assist in the continuing pro- 
cess of problem identification and solu- 
NOM. 


In any given environment, individual 
firms will be at varying levels of inter- 
nal capability. Some firms may have 


already developed the internal capability 
to receive and utilize foreign technology. 
Their immediate concern should be that of 
acquiring more information about alterna- 
tive sources of technology. Most of the 
firms, however, will not have developed 
the general management capability to begin 
seeking, much less acquiring or exploit- 
ing, technology. The critical problem of 
the user firm in the developing countries, 
then, is that of developing organizational 
capability rather than acquiring new 
information on technology operations. 


These six stages are cumulative. Any 
attempt to improve the ability of the firm 
to acquire alternate technologies will 
fail if the firm has not already moved 
through previous developmental stages. 
Many technical assistance programs are 
mismatched to the needs of the user firm 
precisely because they are directed at a 
level of development that the firm has yet 
to attain. 


In addition to the initial problem of 
identifying needs, the user firm's weak- 
ness in managerial resources indicates 
that it will have severe problems in 
installing and adapting technology. 
Therefore, the software type of technology 
(in the sense of management and skilled 
technical capabilities) is often in much 
greater need than aspects of hardware 
modification or replacement. 


The disappointing results achieved by 
local institutions designed to support 
their productive sector with research, 
engineering, and information systems tend 
to confirm the shortcomings of managerial 
and technical manpower. A review of the 
International Executive Service Corps' 
projects during the last 10 years indi- 
cates that, although most IESC projects 
were commissioned to deal with production 
Or new equipment installation problems, 
the volunteers in more than 80 percent of 
the cases had to attack other general 
managerial problems. In most of these 
cases, the consultants attempted to 
install management training and manpower 
development programs. 


Without adequate managerial resources to 
execute planning and opportunity analysis, 
the user enterprise cannot evaluate tech- 
nology options. Technology is acquired in 
an ad hoc fashion, normally dependent on 
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contact by equipment salesmen and informal 
connections of the enterprise to other 
countries where it gets random ideas and 
models that might be applicable in its 
home environment. Clearly, the training 
and development of managers and techni- 
cians represents a priority for dealing 
with this situation. 


CHARACTERISTICS OF U.S. TECHNOLOGY 
SUPPISIERS 


Most large U.S. enterprises are already 
engaged in different forms of direct 
investment, licensing, and exporting in 
developing countries. They will continue 
to be so according to existing market and 
international trade patterns. Their abil- 
ity to share technology and support local 
development is extensive if, the market 
factors and long-term business rationale 
justify the commitment. However, there 
are many smaller firms that could tailor 
their activities to developing countries 
and would respond to programs having sig- 
nificantly smaller profit incentives. 
These firms are restricted from pursuing 
innovative technology and collaborative 
relationships in the developing countries 
for many reasons. Among them are the more 
attractive and immediate demand in the 
U.S. market, the lack of their own manage- 
ment experience in international business, 
inaccurate perceptions of foreign oppor- 
tunities, and inappropriate information 
for decisionmaking. 


A negative perception exists in much of 
the U.S. business community regarding the 
possible opportunities in developing coun- 
tries. These companies are concerned 
about the complexities involved in over- 
seas ventures. In addition, many firms 
have a general lack of confidence in 
collaborative ventures with developing 
country enterprises. Many firms are not 
aware of the resources they have that 
could be applied in the developing coun- 
tries. Futhermore, smaller firms do not 
seem to be aware that consultants and 
other public and private assistance groups 
are available to help them organize and 
deliver programs. 


On the other hand, many firms in the 
U.S. forest products sector are attracted 
to the developing countrtes because of 
their available raw materials and because 
of possible markets for finished products. 


For these reasons, improved technology 
transfer and collaboration should be feas- 
ible if programs can overcome the con- 
straints of limited management resources, 
negative attitudes, and poor utilization 
of information. Some additional factors 
that need to be considered are: 


1. Poor availability of information on 
actual developing country opportuni- 
ties. 


2. Skill in analyzing risk and operat- 
ing requirements for developing 
countries. 


3. Skill in organizing for technology 
Sales and transfer. 


4. Lack of brokerage and facilitator 
networks. 


5. Market demands of the United States 
and other major developed countries. 


The smaller U.S. enterprises-can play 
many roles once properly linked to a user 
firm. Most important, the U.S. supplier 
has well-developed management systems that 
can be transferred through manuals, stand- 
ards, procedures, models, and diagrams. 

In addition, the U.S. firm, whether large 
or small, has extensive capabilities to 
train technicians and managers in either 
its domestic or international facilities. 
This type of training represents the 
industry and often firm-specific knowledge 
that 1s so critical to the enterprises of 
developing. countries. Finally, equipment 
purchasing and new product or process 
development can be facilitated by the U.S. 
firm. 


These types of activities are low in 
cost to the U.S. firm since they do not 
require significant management time, and 
Since they represent nonproprietary tech- 
nology in most cases. In contrast, if the 
supplier firm must transfer and install 
technology, it must face significant costs 
of lost management resources and other 
opportunity losses. Therefore, the U.S. 
supplier firm is not likely to seek out 
joint venture or licensing arrangements 
unless there are clear-cut opportunities 
for major profits or new market penetra- 
tion. But they will make available cer- 
tain important technology if other organi- 
zations are available to help organize and 
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manage the transfer, thus reducing the 
drain on their management and financial 
resources. 


Overall, the U.S. supplier has many 
resources that can be of significant value 
to the user firm. The multinational cor- 
poration is available for direct invest- 
ment, joint ventures, licensing, and other 
forms of involvement if the market oppor- 
tunity is large enough. The smaller firm 
has valuable technology but will not par- 
ticipate unless others can play critical 
roles in identifying opportunities, pack- 
aging, and installing the technology. 


DEVELOPING TECHNOLOGY TRANSFER ASSISTANCE 
PROGRAMS 


Little can be done to accelerate invest- 
ment by larger corporations in developing 
countries, with the exception of modifying 
national legislation to make it less risky 
for multinational business operations. 

The smaller supplier firms can be engaged 
with special assistance from intermediate 
institutions, as previously described. 
The user firm should be aided in develop- 
ing an improved capacity to engage both 
large and small suppliers. The possible 
avenues of assistance for suppliers and 
users can be analyzed in terms of their 
process of technology change and the con- 
straints that affect each stage. A user 
or a supplier needs to be assisted in the 
complete process, or technology transfer 
projects will be inadequate. 


Successful projects stem from clear 
identification of opportunities and pro- 
blems. Companies will take risks to 
change technology according to the general 
nature of their local] environments 
(including tax, investment, import con- 
trols, and other legal issues) and their 
perception of long-term profitability. 
Clearly, the firms themselves must somehow 
acquire more skilled management and 
improve planning. Information, especially 
industry-specific information, 1s neces- 
sary for effective analysis and decision- 
making. Above all, the suppliers and 
users must have positive attitudes about 
the feasibility of successful technology 
transfer and development. 


In the planning and search stages, 
management skills are critical, as are the 
appropriate types of information. In 


addition, the firms need to be linked to 
international networks that can help 
identify and analyze alternatives. If the 
participants understand their needs and 
opportunities, consultants and profession- 
al advisors can be used to develop pro- 
grams and bring the principals into appro- 
priate venture arrangements. 


In the evaluation and negotiating stage, 
the enterprises having limited experience 
must be assisted by professionals. Often, 
trusted agents (public institutions, uni- 
versities, banks, etc.) can develop objec- 
tive analyses that will provide the basis 
for effective bargaining and project pro- 
gramming. 


During the transfer and technology 


implementation stage, workers, supervis- 


ors, and technicians require both general 
and specific knowledge. The suppliers, 
assisted by local institutions or quali- 
fied universities, can create effective 
training and manpower development pro- 
grams. These educational activities, 
along with specific assistance in engi- 
neering and technical planning, are valu- 
able components of the critical start-up 
phase. Again, the trusted agent can play 
an essential role in project organization 
and management. 


Once the technology is in place, the 
firm must initiate ongoing productivity 
improvements. Developing better training 
programs, reducing costs, maintaining 
equipment, installing product modifica- 
tions, and designing production changes 
are ongoing activities that affect the 
profit margin. Support from local and 
international laboratories, training 
institutions, information services, and 
consultants represents an important 
resource for the user and supplier firm. 
Unfortunately, most enterprises are not 
equipped to plan and manage external 
assistance programs of this nature. 


Finally, in the research, development, 
and product engineering stage, the firm 
must make long-term commitments to inter- 
nal technology change. As the firm begins 
to develop its own technology, it has an 
even greater need for access to outside 
specialists, laboratories, tools, and 
equipment. Any opportunity to gain effec- 
tive assistance in building and maintain- 
ing its research, development, and engi- 
neering capabilities will prove valuable. 
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Normally, a significant local market 
opportunity coupled. with a positive 
investment climate will encourage research 
and development, if the firm has access to 
critical manpower and hardware. 


EXAMPLE OF A LOCAL TECHNOLOGY INSTITUTION 


Fundacion Chile, a nonprofit science and 
technology institution, is a good example 
of a new development program that is or- 
ganized to effect the complete technology 
change cycle. The Fundacién, jointly 
owned by the Government of Chile and 
International Telephone and Telegraph, has 
its own laboratories, pilot plants, train- 
ing facitities, libraries, and profession- 
al staff. The Fundacién is linked to a 
U.S. technology search organization, 
Burkholder-Wallender International, and 
several university and professional asso- 
ciations. The Fundacion is organized 
specifically to help Chilean enterprises 
through all stages of their technology 
planning and installation. 


In one area, the development of local 
hardwood plywood manufacture, the Fundaci- 
On is providing a marketing research staff 
and certain funds to execute feasibility 
Studies. The U.S. technology search or- 
ganization was used to help identify U.S. 
purchasers for the hardwood and qualify 
firms that would help supply critical 
start-up and quality-assurance technolo- 
gies for the proposed plant. Additional- 
ly, private volunteer organizations and 
U.S. consulting firms were identified and 
organized to provide experts to plan ini- 
tial logging and port facility develop- 
ment. 


The Fundacion drew on a wide variety of 
experts and networks to help organize a 
continuous flow of assistance to qualify 
the opportunity, to identify purchasers of 
the final hardwood plywood, and even to 
Supply technicians to begin logging. In 
parallel, these industry-specific knowl- 
edge resources were combined with the 
Fundaci6n's expert staff to develop 
improved proposals and plans which have 
resulted in better financing for the 
long-term project. The project ultimately 
will stimulate a variety of spin-off for- 
estry programs in the south of Chile. 
Other local experts were used to assist in 
installing the original programs and to 
provide follow-up. 


In specialty chemicals, the Fundacion 
has followed a similar pattern. U.S. 
experts were organized to support general 
training sessions in Chile. These were 
followed by specific diagnostic and plan- 
ning visits to chemical companies within 
Chile. The use of U.S. industry experts 
and local professionals created a unique 
resource to help the Chilean companies 
clarify opportunities and detail options. 
As a result, certain Chilean chemical 
plants are beginning to develop specialty 
chemical processing, as well as new tech- 
nology sharing arrangements with U.S. and 
other foreign organizations. 


Similar programs are now under consider- 
ation by the Fundacion, including opera- 
tions that will support paper and cellu- 
lose production. Other studies deal with 
prefabricated wooden houses and specialty 
manufacturers of window frames, doors, and 
other wood building materials. Byproduct 
processing is also the subject of research 
and a series of initial planning and semi- 
nar sessions. 


The ability of Fundacion Chile to sup- 
port these programs is keyed to three 
major factors: 


1. Ability to aid enterprises in direct 
opportunity analysis and planning. 


2. Access and ability to organize a va- 
riety of foreign: networks for diff- 
erent forms of technology transfer. 


3. Ability to provide different 
resources for the complete process 
of technology change. 


SUMMARY AND RECOMMENDATION 


Drawing on the general ideas presented 
in this paper, we Can visualize a number 
of specific programs, including the fol- 
lowing: 


3 Establish cooperative networks of 
Supporting enterprises and universi- 
ty resources in the United States 
that can be offered to users in 
developing countries for continuing 
technology support. 


e Develop industry-specific training 
programs that help forest products 
enterprises as well as forestry 
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agencies identify long-range oppor- 
tunities and clarify the associated 
costs and benefits. 


Create a pool of financial resources 
to assist firms in the developing 
countries to carry out initial feas- 
ibility studies and technology plan- 
ning. 


Establish information and brokerage 
networks among supplier firms, fa- 

cilitating institutions, and insti- 
tutions in the developing countries. 


Develop cooperative programs with 
universities and laboratories in the 
developing countries to help them 
begin programs that have greater 
direct utility for their local pro- 
ductive sector. 


Develop U.S. short- and long-term 
programs to improve managerial capa- 
bility to plan, search, and organize 
technology change programs. 


Develop joint programs with organi- 
zations in the developing countries 
to study and recommend policy 
changes that would directly improve 
the environment affecting technology 
growth for local enterprises. 


Develop and distribute cases that 
clarify and demonstrate how technol- 
ogy needs are identified, how tech- 
nologies are located, and what bene- 
fit they generate if effectively 
installed and updated. 


Develop industry-specific training 
for U.S. suppliers that provides 
detailed guides encouraging them to 
seek out opportunities in the devel- 
oping countries. 


@ Improve direct links among science 
and technology institutions in the 
developing countries, U.S. institu- 
tions (such as universities), and 
the user and supplier enterprises. 
These networks should be organized 
to provide application assistance, 
not basic research and analysis. 


Economic development requires effective 
technology transfer and cooperation. New 
networks must be formed in such a way that 
the user firm can be assisted in formulat- 
ing clear-cut plans, as well as in gaining 
access to necessary assistance. An 
aggressive association of overseas insti- 
tutions with U.S. public and private 
institutions could make available a 
collective approach for the user enter- 
prise. It could help reduce user risk and 
promote effective growth. Intermediate, 
linking organizations will play a decisive 
role in organizing and directing such a 
collective effort in the forest products 
sector or any other commercially oriented 
sector of the developing world. 
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PRIVATE ENTERPRISE IN THE FORESTRY 
SECTOR: DIRECTIONS FOR AID 


Hans M. Gregersen 


INTRODUCTION 


The key goal of AID's private 
sector emphasis 1s to create an 
environment of economic oppor- 
tunity conducive to the develop- 
ment of indigenous private sector 
(McPherson 1982). 


This statement by the administrator of 
the United States Agency for International 
Development expresses the thrust of a 
major AID initiative, which 1s supported 
by the fact that over the past two dec- 
ades, "...those LDCs [less developed coun- 
tries] which have grown the fastest have 
followed market-oriented policies which 
encourage the growth of private enter- 
prise...." From these statements and 
other AID documentation (U.S. AID n.d., 
1982a,b,c) the following key issues emerge 
with specific reference to a future AID 
forestry effort. 


1. AID recognizes that force-feeding 
the private sector does not help to 
develop a stable, free enterprise 
system. Therefore, concentrating on 
creating a conducive environment for 
private, forest-based business 1s 
appropriate. AID efforts should 
focus on assisting countries with 
the design and implementation of 
policies which will stimulate 
national economic development 
through private enterprise expan- 
sion. Several key policy areas 
associated with forestry development 
merit particular attention, includ- 
ing ones related to financing, 
incentives, taxation, resource 
availability, trade, and employment. 


Caeeieerene Uses. Wants to Support Ccoun-— 
tries which "follow market-oriented 
policies," then AID has to be con- 
cerned as much with discouraging 
large, private monopoly as it 1s 
with discouraging public enterprise 
and control. The most stable and 


private businesses operating in a 
fairly competitive environment. 

Many forest-based activities and 
products are ideally suited for 
labor-intensive, small- and medium- 
scale enterprises. AID should focus 
on the needs of these types of 
industries and activities. 


Political realism (evident in some 
AID documents) indicates that while 
AID pursues its (new) emphasis on 
private enterprise initiative, it 
Should not abandon its commitment to 
public and mixed enterprise activity 
related to forestry. In other 
words, we are talking about a change 
in emphasis, not a total change in 
dinectiionston UsSy activity.  iconta—- 
nuity with incremental change 1s the 
order of the day, even when private 
enterprise activity is to be empha- 
Sized. 


Stable private enterprise economies 
need diversity of opportunity in 
order to thrive and even survive. 
Most countries have a variety of 
talents and resources available to 
produce a broad range of forest pro- 
ducts. A major challenge is to 
develop a variety of national and 
international opportunites to market 
those products. Many of the oppor- 
tunities, scarcely touched in some 
countries, involve integration of 
forestry with other activities, 
e.g., hydropower development, agri- 
culture, and rural development. 


AID will. have limited resources to 
devote to new forestry efforts, so 
projects have to be chosen very 
carefully to maximize their poten- 
tial demonstration effects and the 
likely adoption of results beyond 
the project boundary. 


effective market economy is built by Skills and technical resources are need- 
a large middle class and a large ed to implement the efforts mentioned 
number of small- and medium-scale above. Fortunately, the United States has 
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a tremendous capacity to provide most 
types of needed technical assistance, 
including training, applied research, pro- 
ject planning and management support, and 
general forestry and forest products edu- 
cation. It has pioneered in the use of 
low-cost minicomputers--one of the areas 
that merits particular attention in terms 
of supporting private enterprise develop- 
ment in developing countries. Further, 
AID's Forestry Support Program is develop- 
ing an effective system for tapping U.S. 
expertise and talents. 


In sum, it appears that availability of 
technical resources and skills should not 
be the limiting factor in new U.S. efforts 
in the forestry sector. Rather, budget 
limits and host country conditions will 
probably create the main barriers. Dis- 
cussion of budget limits is not appropri- 
ate in this paper; thus we turn to the 
question of host country conditions in 
relation to an appropriate U.S. approach. 


HOST COUNTRY CONDITIONS AND U.S. ACTION 


While basic strategies and issues can be 
identified in a general context, concrete 
actions require country-level focus, anal- 
ysis, and design. Each country will 
require a somewhat unique "package" or 
combination of project elements to ensure 
maximum effectiveness. Chosen projects 
Should be designed to stimulate private 
entrepreneurial interest, increase knowl- 
edge of opportunities, and ensure that 
entrepreneurs have the ability (financial 
and other) to undertake expanded invest- 
ment. Together, the requirements and the 
existing policy environment should deter- 
mine the focus of AID initiatives in a 
Specific country. 


Sector Analysis and Private Enterprise 
Deve lopment 


Despite the criticisms of "sector analy- 
ses" put forth by many, certain types of 
sector studies or reviews can be useful in 
identifying program and project priorities 
and relationships. Most often the criti- 
cism is leveled at the academic, highly 
quantitative, often very expensive, exer- 
cises which appear to be done more because 
of an interest in methodology than because 
of a need for the results. It should be 
clearly understood that the discussion 
that follows refers to practical, simple, 
end-use oriented analyses. 


We use the term "sector review" for the 
type of exercise advocated here as a first 
Step in development of the AID country- 
level, private forestry initiative. This 
requires a 4- to 6-week in-country exer- 
cise in information collection, synthesis, 
analysis, and interpretation, by a minimum 
of two or three experienced persons. Such 
a sector review might include the elements 
indicated in Figure 1. 


Once a general overview of sector rela- 
tionships is in hand, the review team 
identifies specific policy and program 
needs. Using Worrell's (1970) classifica- 
tion, they would focus on (a) means to 
motivate private enterprise through vari- 
ous types of incentives and policy chang- 
es, (b) means to increase understanding in 
the business community of opportunities 
and needs, e.g., through training pro- 
grams, applied research and development 
work, establishment of national informa- 
tion systems, and (c) ways to increase the 
ability of entrepreneurs to undertake new 
projects, e.g., through financing, market 
development, or nongovernment trade asso- 
ciation programs. 


The next task is to design preliminary 
project ideas, taking into account public 
and private interests and support; work 
being done by other institutions, both 
public and private, national and inter- 
national; and results of the "needs" 
identification effort just completed. 
These ideas must be checked with AID 
mission personnel and discussed with host 
country officials and business representa- 
tives. In most countries there will be no 
scope for an AID effort unless both public 
and private support is forthcoming. A 
critical need here is to set priorities. 
If the result of the sector review 1s a 
mere "Shopping list" of alternative oppor- 
tunities, then it will be of little use. 


The final step in the sector review is 
to prepare guidelines for the design of 
specific projects to address the policy 
priorities identified above, i.e., those 
related to enhancing interest, ability, 
and knowledge of opportunities. 


Several points bear emphasis with regard 
to the sector review and project identifi- 
cation exercises. First, it 1s essential 
that experienced persons be included in 


42 


AID 
sector 
review 


Overview of Sector 
forestry sector: objectives, 

- resources @-.ge, expanded 
- production private sector 
- consumption development 

- trade 

- investment 

- etc. 

: Indentification of Problem Analysis: 
policy and program Need to increase 
needs related to = ______-_ _ private sector 
expansion of pri- - knowledge 
vate sector activ- - ability 
ity in the context - interest 


of national eco- 
nomic development 


Identification of priority 
program and project ele- 
ments to meet needs: 


- training/research developing 
- financing SRE EEE aR a NN guidelines 
- incentive and regulatory for specific 
policies project design 
efforts 


Figure 1. Forest sector review to identify potentials for private sector 
initiative. 
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such efforts. This is particularly criti- 
cal, given that wnat is proposed here 1s a 
systematic exercise in applying informed 
judgment. 


Second, the team should bear in mind 


that AID has limited resources and probab- 


ly has little leverage in most countries. 
Thus, it 1s essential that the team focus 
Only on opportunities wnich have both sub- 
stantial country support and substantial 
demonstration effect potentials. 


Third, it is essential that the team not 


Spend too much time on any given element 
in the total system until priorities have 
been identified. One thing we know from 
experience is that flexibility is needed. 
Eventual developments will seldom turn out 
as initially envisioned. With the long 
time periods involved in forestry pro- 
jects, this point is particularly criti- 
Gale 


Fourth, the AID team should, to the 
extent possible, interact with other 
institutions involved in forestry in the 
country in question. Although one may 
encounter the whole range from no response 
to full cooperation in different coun- 
tries, one can at least explicitly attempt 
to encourage interaction and cooperation. 


Finally, based on experience with a 
number of sector reviews, the conclusion 
emerges that there is no need for expens- 
ive, sophisticated, quantitative modeling. 
Such efforts may be more usefully applied 
for various other purposes, for example, 
if the country itself wishes to develop a 
better overall forestry development frame- 
work (both public and private). 


Private Enterprise Activity and AID 
Project Development 


AID is a public institution that wants 
to help promote private enterprise devel- 
opment. This relationship could cause 
some misunderstandings. Thus it is essen- 
tial that AID specify quite clearly the 
types of projects which it will support or 
finance. 


As an obvious safeguard, AID might limit 
itself to areas and activities in which 
private enterprise either will not or can- 
not act efficiently. For example, certain 
types of international forest products 


marketing information can be more effec- 
tively generated and synthesized by a pub- 
licly funded institution which then makes 
the results available to all. Certain 
types of applied research often can be 
carried out most efficiently by private 
firms; at other times it can be done more 
efficiently by public agencies and made 
available freely to all entities in the 
private sector. The mix of public and 
private involvement is determined on the 
basis of discussion, negotiation, and 
debate. Each item will have to be consid- 
ered in terms of the particular country. 


In general, the six areas mentioned by 
Laarman and Dutrow (1982b) are the areas 
in which a public agency might have a role 
to play. These are: 


1. Feasibility studies and related 
pre-investment assistance. 


2. Brokering, or "matchmaking." 


3. Management training and related 
assistance. 


4. Technology access and transfer. 
5. Infrastructure development. 


6. Financial institutions and sources 
of funds for enterprise. 


The role of AID in large-scale industry 
development probably is limited. Large 
companies can carry out development pro- 
grams much more efficiently and effective- 
ly than AID or other government institu- 
tions. Rather, it is suggested here that 
the focus of AID should be on small- to 
medium-scale entrepreneurial activities 
predominantly centered in rural areas. 
Within this focus, AID could provide a 
variety of services and support elements. 
A key here is flexibility. 


Laarman and Dutrow (1982a) present a 
number of ideas for private enterprise 
initiatives in forestry. One need not 
repeat a detailed list at this point; the 
choice of appropriate elements wiil depend 
upon a given country's situation. The 
sector analysis would bring out the possi- 
bilities. 
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The general categories of project activ- 
ities that AID could consider are 
described below. 


Project Activities to Overcome Lack of 
Knowledge. In many cases the main barrier 
to expansion of private enterprise activi- 
ty is a lack of knowledge of the opportun- 
ities available. Other knowledge gaps 
also may exist with regard to how to pre- 
pare a project for financing, how to gen- 
erate information on appropriate technolo- 
gy, how to price and market outputs, or 
how to use minicomputers to increase pro- 
ductivity of operations. The particular 
information needs will vary from country 
to country, although some gaps in informa- 
tion are widespread enough to merit the 
suggestion that programs be organized to 
deal with them at the regional level. 


For example, in most developing coun- 
tries there is a critical lack of knowl- 
edge regarding the appropriate way to pre- 
pare forestry projects for financing. 


This holds for both public and private 
projects. AID could usefully support a 
course on project preparation oriented 
toward small- and medium-scale, forest 
based enterprise. Such a course could 
cover the basic financial elements as wel] 
as selected other technical subjects. The 
desired result would be entrepreneurs who 
have a knowledge of mere they can go for 
appropriate information, what information 
1s needed by potential financial lenders, 
and so forth. Attendees could include 
consultants and selected entrepreneurs. 

In some countries, government extension 
workers dealing with forestry and forest 
industry development could also attend. 


At the present time, no such course is 
offered internationally. The on-going 
efforts (e.g., the World Bank in April 
1983, and Oxford, annually) are oriented 
more toward social forestry and public 
project preparation. The same is true of 
the forestry literature in the development 
field. AID could contract for such a 
course through the FAO or UNIDO, which 
have experience in the training area, or 
the course could be developed directly by 
AID. 


Other areas which are considered impor- 
tant in terms of knowledge creation and 
diffusion include the following: 


1. Networking to expand the internation- 
al exchange of existing forestry 
research and to expand forest indus- 
try technologies and markets for var- 
ious species/products. One possibil- 
ity is the experimental establishment 
of a regional center to identify net- 
working priorities and to develop 
efficient methods of obtaining and 
disseminating information interna- 
tionally. 


2. Support for comparative studies re- 
lated to topics of importance in pri- 
vate enterprise development in a num- 
ber of countries. This work could 
most usefully be done on a contract 
basis with experienced independent 
institutions. The work should 
include an explicit element related 
to diffusion and use of results in 
project planning. Some examples of 
useful efforts include the AID-spon- 
sored work on firewood executed by 
the National Academy of Sciences and 
the work on tropical wood utilization 
done by the USDA Forest Service 
Forest Products Laboratory. 


Project Activities to Increase Ability 
to Invest Successfully. Potential private 
investors sometimes have adequate knowl- 
edge to invest in forest-based activities, 
but they do not have the financial ability 
to do so. For example, there may be a 
long wait between investment and returns. 
The main financing problems encountered in 
the forest-based sectors of developing 
countries were indentified for a recent 
forestry sector investment conference 
(InterAmerican Development Bank 1982). 

The conference report discusses the main 
financing problems--which apply to Asia, 
Africa, and Latin America--and the poten- 
tial actions that an international aid 
agency can take to alleviate the problems. 


In most cases, the main barrier is 
Financial ability. Most other "ability" 
bottlenecks can be solved if the financia! 
Support 1s available. In many cases, 
major financing bottlenecks are more 
appropriately dealt with by regional or 
international development banks than by 
agencies like AID. 


Project Activities to Increase Interest. 
In many respects, this is the most chal- 
lenging and interesting area for AID 
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involvement. It often is also the politi- 
cally most sensitive. Activities to 
increase interest comprise policies and 
programs which encourage private invest- 
ment for the removal of those which dis- 
Criminate against it) and the establish- 
ment of various direct and indirect incen- 
tive programs. Public policy toward pri- 
vate enterprise development is most 
Critical’ 


The use of public incentives. is common 
in the development of the private, 
forest-based sector. The variety of 
measures is great. A convenient listing 
of incentives that might be considered in 
the context of AID projects is shown in 
Table 3 of Gregersen and Plochmann 
(1983). 


If both ability and knowledge exist, 
then the final effort to achieve an expan- 
Sion in private initiatives may well be 
the establishment of a direct incentives 
program, e€.g., one which provides planting 
Subsidies, subsidized credit, and so 
forth. Quite often, however, some funda- 
mental policy changes must be considered 
by the country before private enterprise 
will have an interest in making long-term 
investments. For example a most critical 
factor in establishing a positive invest- 
ment environment is policy continuity and 
Stability. 


Through its sector reviews and previous 
experience, AID can identify needed policy 
changes and possibly establish precedence 
among them. Beyond that, the question of 
how AID goes about influencing changes, 
particularly given its generally low level 
of leverage in most countries, 1s some- 
thing which requires careful analysis. 
Academic generalities are of little use 
here. 


MARKETS AND MARKETING: 
FOCUS 


POTENTIAL AID 


A common cause of lack of private for- 
estry activity is lack of markets, or at 
least a perceived lack of markets. AID 
could develop measures across the board to 
deal not only with lack of interest but 
also lack of knowledge about market oppor- 
tunities, lack of ability to enter 
markets, and lack of ability to finance 
marketing. 


Many countries tend to be single-product 
Oriented, thereby passing up opportunities 
for expansion through product and market 
diversification. The United States could 
help such countries develop the knowledge 
and ability to diversify. Literally 
thousands of potential forest products 
could be considered in such a market- 
expansion project. 


Small- and medium-scale, private, 
forest-based enterprises in some countries 
do not know mere to go to get useful 
market information. In some cases they do 
not even know what information would be 
useful for making production and marketing 
decisions. AID could help provide train- 
ing for market .analysis skills, help 
establish local private enterprise associ- 
ations to generate appropriate market 
information, act as a "matchmaker," and 
find appropriate larger companies for 
“piggybacking." One example of a system- 
atic approach to this problem is discussed 
in Gregersen (1971). 


Many small- and medium-scale enterprises 
often do not have the needed resources to 
carry out a market development effort. 

For example, introduction of a new species 
into an export market in a developed coun- 
try can be costly and time consuming. 


Many other areas of endeavor related to 
markets and marketing could usefully be 
tackled by AID, using a pragmatic systems 
approach, 1.e@., an approach which pays 
attention to the fact that this is only 
one link in a successful private enter- 
prise initiative in a given country. 


AID FORESTRY ACTIVITY IN A BROADER 
CONTEXT 


AID support for private enterprise 
development in the forest-based sector has 
to be considered in the context of a 
broader strategy for private enterprise 
development. 


There is a need to expand the AID for- 
estry program beyond traditional narrow 
boundaries of the forestry sector. If one 
looks at development experience over the 
past 10 years, much of the successful for- 
estry assistance has involved integration 
of forestry with agriculture, rural devel- 
opment, and soil conservation projects, 
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for example. A broader strategy 1s advan- 
tageous, both in terms of integration of 
forest policy with national policies 
related to land use and trade, and in 
terms of getting local populations inter- 
ested in supporting an industrial develop- 
ment project. In such an environment, 
small landholders, other individuals and 
community groups can build stable enter- 
prises based on the initial thrust provid- 
ed by a major industrial project. The 
PICOP experience in the Philippines jis a 
good example of this type of development. 


Policy changes in the forest-based sec- 
tor cannot be looked at properly if one 
disregards the implications for other sec- 
tors. his 1S particularly critical when 
encouraging private enterprise, since 
entrepreneurial response 1s extremely 
sensitive to changes in policy and differ- 
ential policies between sectors. For 
example, an incentives program for forest- 
ry development through subsidized credit 
might be effective from the viewpoint of 
the sector but might be counterproductive 
in the broader view of land use and eco- 
nomic development in the country. At some 
stage the recommendations (at country 
level) for a forestry program have to be 
judged in the context of overall aims for 
the country in question. Some issues, 
such as those related to interest rate and 
price policy, should be handled in a 
national context. 


A similar perspective needs to be taken 
with regard to industrial development. 
Although small- and medium-scale forest 
industry development is highly desirable 
and could contribute to development in 
many countries, the way in which a country 
provides the helping hand to such smal] 
entrepreneurs can greatly affect the over- 
all development of the country. 


The World Bank approach provides a good 
example of how small firms can be encour- 
aged without the development of an elabor- 
ate "special favors" program. Basically, 
the bank fosters measures which (1) reduce 
preferences that favor large firms and 
discriminate against small ones, (2) 
increase the marketing opportunities for 
small firms, (3) support entrance into 
various types of markets, and (4) enhance 
the availability and efficiency of various 
inputs commonly used by small firms 
(Marsden 1981). 


IMPLEMENTATION OF RECOMMENDED PROGRAM 


In summary, AID could support expansion 
of private forestry enterprises as a tool 


in national economic development by taking 


these actions: 


1. Choose some initial countries to 
work with, using some basic criteria 
such as country support for private 
enterprise development, country sup- 
port for AID involvement, present 
level of forest-based activity, and 
a rough approximation of potential 
(based on existing knowledge and 
interaction with multilateral agen- 
cies). At this early stage, the 
choices could be made rather quick- 
ly, with the most obvious choices 
being picked first for a test phase. 


2. Carry out a sector review. The 
result will be the development of a 
relationship with key persons in the 
host country and a set of priorities 
for specific types of actions which 
could be supported by AID to over- 
come barriers to expanded private 
enterprise activity. The barriers 
would be those related to existing 
levels of interest, knowledge, and 
ability. The types of actions would 
be those in the areas of education/ 
training, policy design, incentives 
programs, financing, applied 
research, and so forth. 


3. Provide necessary backup support to 
country missions in designing the 
specific projects identified as 
having highest priority in terms of 
chance for success and potential for 
widespread adoption of results. 

Such support could include the 
results of initial comparative work 
carried out by AID/Washington. 


4. Develop a practical monitoring 
system so that an incremental learn- 
ing process can be put into effect, 
7.e., so that the efficiency and 
effectiveness of future efforts can 
be improved. At the same time, such 
a system could provide support for 
later subsequent evaluation, carried 
out along the lines of AID's already 
well established approach. 


The question arises as to who should be 
involved along the way from initial sector 
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review to completion of country projects. 
Particularly during the initial develop- 
ment phases of the exercise, AID should 
take maximum advantage of the talents 
which exist outside the agency in the 
United States and in host countries (e.g., 
local entrepreneurs). Expertise in the 
World Bank and other multilateral agencies 
(e.g., the FAO, IDB, ADB and others) 
should be tapped on an advisory basis. 


At the same time that AID taps outside 
resources, it should be building up exper- 
tise internally. This means that working 
relationships among AID personnel and out- 
Side contractors will need to be estab- 
lished and that AID should concern itself 
with the technical aspects of the projects 
as well as the administrative functions. 


A minimum of 3 years 1s needed to 
achieve private enterprise response to the 
AID efforts. One cannot expect immediate 
payoffs, other than in the local project 
environment. The major demonstration and 
training effects will probably start to 
show up about 2 to 3 years after initial 
innovators or adopters have shown what 
actually can be done. Similarly, market 
development efforts tend to achieve 
results rather slowly. One cannot hope to 
introduce new species or forest products 
and have immediate, widespread acceptance. 
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SCREENING DEVELOPING COUNTRIES FOR 
FORESTRY PROJECTS: A METHODOLOGY 


J. E. de Steiguer, Gary D. Kronrad, 
Catherine A. Albers, and Patrick B. Durst 


This paper presents a method for 
"screening" developing countries in order 
to determine their suitability for forest- 
ry development projects. The screening 
method is based on economic factors of 
production and institutional constraints. 
It was developed independently by the 
authors, but it does have a number of 
intellectual antecedents, particularly 
Samuelson (1976) and Stobaugh (1969). 


The screening process has dual utility; 
first, it indicates those countries in 
which forestry projects are most likely to 
Succeed and, second, it isolates areas in 
which AID economic assistance is likely to 
be most fruitful. The first part of the 
paper attempts to provide the reader with 
the context in which the methodology was 
devised. The second part outlines the 
Screening process and presents conclusions 
concerning the potential benefits of such 
a system. 


THE BACKGROUND 


Goals, Means and Sectors 


McPherson (1982) states the principal 
goals of AID with respect to providing 
economic assistance to developing coun- 
tries. Those goals are: 


1. Alleviation of poverty among the 
world's poor. 


2. Achievement of self-sustained growth 
with equitable distribution of bene- 
ECS: 


3. Encouragement of the respect for and 
enhancement of civil and economic 
rights. 


4. Integration of developing countries 
into an international economic 
System. 


The best means of achieving these goals, 
according to current AID thinking, is to 
Stimulate indigenous private enterprise in 
developing countries (U.S. AID 1982b). 


Furthermore, AID (1982a) has concluded 
that the best methods for stimulating pri- 
vate enterprise development are to: 


1. Assist in financing desirable pri- 
vate enterprises in priority sectors 
of developing countries. 


2. Transfer technical, managerial, and 
marketing expertise from the United 
States. 


3. Stimulate the flow of private U.S. 
capital into priority sectors in 
developing countries. 


This philosophy of encouraging private 
enterprise reflects the attitudes of the 
Current administration (Lubar 1981). The 
essential idea is to help those countries 
that are ready and willing to facilitate 
free enterprise. The list indicates gen- 
eral AID activities that may foster pri- 
vate enterprise development in so-called 
priority sectors. The priority sectors 
may vary with countries, but forestry must 
definitely be included among the sectors 
worthy of immediate consideration. AID 
has recently been given a number of expli- 
cit congressional mandates to devote more 
resources to forests and forestry-related 
problems in developing countries. Section 
118 of the Foreign Assistance Act author- 
izes AID to develop and strengthen "the 
capacity of less developed countries to 
protect and manage their environment and 
natural resources." Section 118 was 
further amended in 1981 to express 
congressional concern “about the contin- 
uing and accelerating alteration, destruc- 
HiOnee AnGdMOSS. On erOpI Gal forests... 


From the foregoing, then, we see that 
AID seeks to bring about economic improve- 
ment through fostering private enterprise 
initiatives in selected economic sectors 
such as forestry. However, an Important 
question remains: How should AID screen 
countries in order to determine which are 
most suitable for forestry projects? 
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Current Screening Techniques 


It 1s our interpretation that AID 
(1982a) currently employs two levels of 
screening. The first is a political 
screen to select those countries which 
conform to the following criteria: (1) 
existence of a viable private sector which 
1S encouraged and supported by the host 
government, (2) strategic and commercial 
importance to the United States, and (3) 
presence of an AID mission. The second 
screening process 1S one in which individ- 
ual project ideas (investment opportuni- 
ties) are obtained from a variety of 
sources such as U.S. commercial lenders, 
indigenous private enterprise, host 
governments, AID bureaus and missions, and 
so forth. These project ideas then under- 
go a rather rigorous review based, essen- 
tially, on their economic viability. 


Thus, AID currently uses a political 
screen of countries and then begins to 
examine projects within the countries. 
Indeed, this may be the most efficient 
approach. However, as noted earlier, 
other writers have suggested that coun- 
tries be screened on the basis of 
so-called economic fundamentals or, in 
other words, the economic factors of pro- 
duction. This approach is suggested by 
the authors of this paper as a complement 
to the current screening methods. In the 
context of the overall planning process, 
Our screening method could take place 
either before or after the political 
screening, but certainly it should precede 
the examination for individual projects. 


THE SCREENING METHODOLOGY 


It is generally assumed that market 
mechanisms, when allowed to operate free- 
ly, will provide incentives to which pri- 
vate enterprise will respond. Private 
enterprise initiatives can be successful 
if the social, economic, and political 
climate of a country is favorable. A 
screening technique, which uses a check- 
list and rating system, can be employed to 
determine wether those factors that 
influence private enterprise development 
will constrain the development of a busi- 
ness venture in a particular country. By 
using the same checklist for all countries 
under consideration for possible alterna- 
tive investment sites, one can determine 
the country or countries best suited for 
immediate private enterprise investments. 
Individual project analyses may then be 


performed. For those countries that show 
a deficiency in an important factor of 
production, AID and/or the host country 
can concentrate efforts toward improving 
the problem area. Once the problem is 
corrected, indigenous private enterprise 
development can proceed and foreign pri- 
vate capital can be attracted. 


Screening Technique 


Following the work done by Stobaugh 
(1969), a checklist, such as that appear- 
ing in Table 1, can be constructed for 
determining a country's investment cli- 
mate The row headings are factors that 
influence private enterprise development 
and the column headings would be those 
countries under consideration for invest- 
ment. The rows consist of those factors 
which influence the investment climate. 
Among them are the major factors of land, 
labor, capital, and entrepreneurship, as 
well as institutional constraints. 


The land factor should represent the 
availability of the natural resource need- 
ed for the business venture to succeed. 
Labor should portray the general population 
and the specific work force needs of the 
investors. The capital inputs relate to 
money and physical inputs needed. Entre- 
preneurship should portray the attitudes, 
Character, and availability of risk 
takers, markets, and local businessmen. 
The institutional constraints must 
describe the legal and political factors 
which face the investor. 


A checklist may be employed using a 1 to 
5 rating scale for any particular factor 
under consideration. For example, assume 
that AID wants to encourage a foreign 
investment in fuelwood plantations and 
charcoal plants. Many countries may be 
considered likely candidates for this type 
of investment, but how 1s the choice to be 
made? By employing this checklist, all 
countries may be compared using the same 
criteria. The countries with the highest 
numerical scores, that do not have defi- 
ciencies in key factors of production, 
would be deemed the most likely candidates 
for project activities. 


Checklist Methods and Pitfalls 


Basically, four methods can be used to 
complete this screening checklist: grand 


a) 


Table 1. 


Factor Country 
LAND (natural resources) 
ualit 
uantily 
wnership patterns 
peper cunt costs 
Availabj1i y of inputs 
Protectional problems 
onstraints on manag ete 
nvironmental conditions 
Population pressure 


LABOR (population) 
uantity 


Availabjlity 
Re eeatren costs 

raphics 
Divicion of labor/social roles 
(AM ISIN experience 
Skills : 
eeuinte a Se ewe 
penecuabion for changes 
Ability to be trained | 
Labor-management relations | 
Volunteer and cooperative ethic 


CAPITAL 


Plant and equi aa’ avaijabilit 
SE abi Isty oF 6 i 1 * 


ENTREPRENEURSHIP (technological change) 
Innovation 
Leadership 
foopensiion : : : 
urrent state and Palate forestry organizations 


Horizontal and vertical integration potential 
Appreciation of management values 


tours, "old hands," Delphi technique, and 
quantitative methods (Rummel and Heenan 
1978). The grand tour method requires an 
individual or team of people to visit each 
country under consideration. Local lead- 
ers are contacted and conferences are held 
with businessmen and government officials. 
After gathering the appropriate data, the 
checklist is completed. A disadvantage of 
this technique is that it suffers from an 
overdose of selective information fed to 
the evaluators by biased individuals. 


The "old hand" technique involves the 
hiring of educators, businessmen, diplo- 
mats, journalists, or other professionals 
who have expertise concerning a particular 
country. One disadvantage of this method 
1s that implicit faith must be put in the 
judgment of these "experts." Another is 
that at least one expert is required for 
every country under consideration. And 
because the rating scale is subjective, it 
may be difficult to compare the ratings 
across countries. 


With the Delphi technique, a group of 
experts is assembled and asked to rank the 
factors of production in each of the coun- 
tries. Unfortunately, the panel of 
experts cannot be well versed on all the 


An example of a checklist for determining the investment climate of different countries. 


Factor Country 


ENTREPRENEURSHIP (continued) 


jlity to use information and locate technolo 

apa {tty to plan and organize technology and ae 
investment programs -~ 

Entrepreneurial tradition ; 

Biases peu ancnng management and technical 


tntegr ation ; 
Loca & D support environment 
yoce market size 
Vallability of local entrepreneurs 


Information on options and 

Markets for products : j 

Self-confidence and attitudes regarding local 
Capabilities in business development 

Trade associations 


INSTEDTA TIONAL CONSTRAINTS (political/legal) 
Tariffs and trade restrictions 

Timber concessions. |. 

Timber pricing policies. . 

Import substitution policies 

Incentive programs 

Tax regulations 

Depreciation allowance rates 

Tariff rates 


opportunities 


Willingness Ore ove mnMc nt to grant tariff restrictions 
Political stability 
Presence of exchange controls 


countries under consideration. Therefore, 
like the "old hand" technique, there is an 
inherent bias. 


The quantitative methods technique 
attempts to describe the underlying rela- 
tionships among the various factors of 
production and to predict future trends 
based on current and historical informa- 
tion. Unfortunately, this technique 1s 
costly and time consuming. 


There are several contraints in any 
checklist screening technique which the 
user must bear in mind. First, because 
the rating scale is subjective, it may be 
biased if different people do the ratings. 
It 1s recommended that one person complete 
all of the checklists for a given project, 
or that the same person complete the same 
parts of the checklist for all countries 
under consideration. 


Second, different forestry projects 
require different factor inputs for suc- 
cess. For example, the type of technical 
experience needed for a forestry planta- 
tion project is different from that needed 
for a charcoal plant. Therefore, the 
checklist must be completed with a certain 
project in mind. 


ay 


Third, as with any rating scale, it 1s 
often difficult to assign the proper | 
weights for each criterion in the check- 
list. Therefore, research must be done to 
develop the proper weighting system on a 
case-by-case basis. 


CONCLUSIONS 


AID (1982c) has called for the need to 
discover what is happening in an economy, 
define the areas that constrain entrepre- 
neurs, and find ways to correct the con- 
straints so that the market can operate 
freely. Current budgetary constraints 
require AID to be more efficient in budget 
allocation while expanding the role and 
opportunities for private enterprises in 
developing countries. If AID adopts the 
technique proposed in this paper, it is 
envisioned that the agency will undertake 
those projects in which the funding wil] 
effectively ameliorate those factors that 
constrain private enterprise investments. 
The result will be the creation of an 
investment climate that will attract 
greater private enterprise activity. 
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THE CHOICE OF DEVELOPING COUNTRIES FOR 
FORESTRY PROJECTS 


Seen.) Harou 


INTRODUCTION 


Forestry development should be planned 
with a clear idea of the importance of the 
forestry sector in the economy of a coun- 
try and should be implemented through a 
set of forestry projects carefully identi- 
fied by a sector analysis. The degree of 
sophistication of the forestry sector 
analysis will depend on the level of 
development of the country and on the 
importance of its forest resources. In 
the first stage of development, the for- 
estry sector will be studied in a rather 
elementary way; most of the study effort 
will be devoted to forestry appraisals 
that consider macro objectives for the 
sector (Harou 1980). At a later stage of 
development, the sector analysis will be 
more detailed to include marketing 
Studies, evaluation of price trends, and 
So forth. 


The factors to be considered in the 
selection of countries for the implementa- 
tion of forestry projects can be discussed 
according to different philosophies. 
Should the private sector or the public 
sector undertake the forestry activities 
for a given country? Whatever the policy 
followed, the factors influencing the 
choice of a country are similar, but the 
constraints faced in project implementa- 
tion may be quite different. 


A MODEL FOR FORESTRY SECTOR ANALYSIS 


Various types of models could be used to 
order the information describing the eco- 
nomic importance of a forestry sector. An 
input-output model is probably the most 
detailed model to describe the importance 
of forestry and to simulate forestry 
development under alternative policies and 
investments. The input-output model of 
the Ivory Coast is a case in point. 


In comparison, some sector analyses are 
highly simplistic. For example, they may 
qualitatively describe forested area by 
important types and comment on the defor- 
estation trend. 


These are two extremes. The input-out- 
put model is irrelevant for most develop- 
ing countries which have little informa- 
tion to feed such models, and which have a 
very low budget for such an exercise. The 
Simplistic methods lack rigor. A model 
that forces:a rigorous approach for 
gathering the information, but that leaves 
plenty of room for future data base 
improvement, seems more appropriate. 
flexibility is exemplified by the "gap 
model" (Adams and Haynes 1980). 


Such 


Much information can be gathered and an 
equilibrium price can be forecast by this 
method. The 1980 Resources Planning Act 
assessment is an example (USDA 1981). The 
methodology is sufficiently flexible to 
utilize information at a low level of 
detail. An example is provided by the AID 
forestry project in Ecuador (Harou 1982). 


LESSONS LEARNED FROM EXISTING PROJECTS 


An inventory of countries in which for- 
estry activities have been carried out by 
various development agencies is summarized 
in a USDA Forest Service publication, 
"Forestry Activities and Deforestation 
Problems in Developing Countries" (Zerbe 
et al. 1980). This study classifies for- 
estry activtties into seven groups: 
industrial, conservation, education, 
research, reforestation/afforestation, 
integrated rural development, and techni- 
cal/administrative/management assistance. 
The statistics indicate that priority is 
given to industrial activities. Reforest- 
ation and afforestation activities are a 
distant second, along with integrated 
rural development activities. The forest- 
ry investment component of rural develop- 
ment projects is not always clearly 
specified in the project descriptions, and 
the authors of the study have assumed that 
5 percent of the total investment goes for 
forestry activities. 


The lesson to be learned from past for- 
estry projects is clearly that a series of 
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constraints specific to individual coun- 
tries, projects, and donor agencies has to 
be considered thoroughly in order to have 
a successful project. A measure of suc- 
cess is difficult to define and depends on 
whether the evaluation is made by the 
donor or the recipient. A good criterion 
for both is the extent to which the for- 
estry project activities are replicated 
once the donor involvement ends. By that 
standard, few projects may be called a 
success. 


The experience gained to date needs to 
be carefully studied in order to identify 
and appraise similar projects more accu- 
rately in the future (Harou 1979). The 
choice of projects for particular coun- 
tries could be made more appropriately if 
such studies were available. The type of 
forestry projects that have been especial- 
ly successful for some countries should be 
tried in other countries mutatis mutandis. 
It is also crucial to improve the apprais- 
al of forestry projects that too often 
lack technical rigor. 


GUIDANCE FOR CHOICE OF COUNTRIES 


AID, like many other bilateral agencies, 
was created to help meet the basic needs 
of the world population. The overal] 
objective of U.S. bilateral economic 
assistance is to stimulate broadly based, 
self-sustaining economic growth in devel- 
oping countries that promotes internation- 
al peace and stability and that assists 
people to conquer poverty, hunger, illness 
and ignorance (Sections 101 and 531 of the 
Foreign Assistance Act as reported in 
USAID 1982). Two of the most pressing 
needs, food and shelter, are directly 
related to the forestry sector. 


Given this goal of ensuring self-suffi- 
ciency in fulfilling basic needs, the 
factors to be considered in the country 
selection process are related to the popu- 
lation characteristics of a given country; 
its economic, food, water and energy situ- 
ation; and, for forestry projects, the 
importance of the forestry sector to the 
people, the economy, and the environment. 


The characteristics of a population such 
as its density, rate of growth, mortality, 
health and literacy, etc., are often 
related to the other factors we would wish 
to consider. Among them are the economy, 


food supply, the energy situation, and 
land availability. These data on popula- 
tion characteristics provide some indica- 
tion of the problems of a developing coun- 
try and its dependency on outside assist- 
ance. 


The choice of countries cannot be based 
just on the weighting of basic needs, how- 
ever. A multitude of other considerations 
apply. 


One of them is the institutional and 
technical capability of the host country. 
Very often, there are no reliable admini- 
strative and technical personnel to serve 
in the projects offered by bilateral 
agencies. Sometimes the donor agency 
itself does not have the expertise to ade- 
quately manage an overseas forestry pro- 
ject. To overcome such problems, many 
forestry aid programs focus on education, 
institution building, and planning. 


One of the constraints in the present 
selection process is to engage private 
enterprise in forestry projects. Of 
course, the type of forestry projects pro- 
posed will determine the kind of private 
enterprise to respond. If the importance 
of local private enterprise is stressed, 
some countries that urgently need forestry 
aid may be ranked low on the priority 
scale. The position.of some other coun- 
tries may be enhanced. Thus, while stimu- 
lating the flow of private technical and 
financial resources is a laudable goal, 
its implementation to satisfy the forestry 
needs of developing countries will have to 
be studied carefully. 


RANKING THE COUNTRIES 


If we recognize that these factors--and 
some others that may have been omitted-- 
are relevant, a quick and simple method 
should be used to classify the information 
in. a management system. The forest manag- 
er familiar with multiple-use techniques 
knows how the McHarg (1969) overlay map- 
ping approach is used. The superimposi- 
tion of overlays describing population 
density, food availability, forest cover, 
water and energy production, etc., will 
point to some countries that deserve pri- 
ority for new forestry projects. Other 
less formal systems could be used to 
retrieve and display simple statistics 
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relevant to the choice of countries. 
Similar methods could be used to find the 
most appropriate location within selected 
countries for implementation of forestry 
projects. 


A disadvantage of this ranking system is 
the broad classification of measures 
derived from world statistics, which are 
often only approximate. The ranking of 
countries will also vary greatly depending 
on the weight attached to the different 
factors and constraints that make up the 
selection criteria. These weights imply 
heroic value judgments. 


CONCLUDING REMARKS 


The guidelines for choosing developing 
countries in which to implement forestry 
projects differ little from the guidelines 
that could be used for any other develop- 
ment projects. Six major factors should 
be considered: the population of the 
country; its economic performance; its 
food, water, and energy situation; and the 
extent, importance, and characteristics of 
its forest cover. A series of institu- 
tional and technical constraints will 
affect the country selection, also. 


An approach that contracts private 
enterprise in the United States is proba- 
bly a very good way to have projects ini- 
tially identified, appraised and imple- 
mented by the bilateral agency. AID has 
been using this approach successfully for 
more than a decade. The involvement of 
consulting or industrial firms in the 
developing countries themselves has been 
rare, however, and should be favored in 
the future. This will permit indigenous 
private enterprises to learn to appraise 
and administer projects, and they will 
benefit from the results. 
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HOW DEVELOPING COUNTRIES CAN ASSESS THEIR 
POTENTIAL FOR WOOD PRODUCTS EXPORTS TO THE 
UNITED STATES: A METHODOLOGY 


James E. Granskog 


Export growth currently occupies a key 
role in the economic development plans of 
most developing countries. Escalating o1] 
prices during the 1970s have forced nonoi] 
developing countries to borrow heavily to 
finance energy imports. Many o1]-produc- 
ing developing countries also have heavy 
financial obligations. Expansion of 
exports is needed to generate foreign 
exchange earnings, both to meet debt pay- 
ments and to sustain economic development. 
To the degree that developing countries 
have underdeveloped or underutilized for- 
est resources, forestry sector development 
has the potential to play a significant 
part in promoting economic and export 
growth. 


Currently, the United States Agency for 
International Development is designing a 
program to advance both the internal and 
external private enterprise role in the 
forestry sector in order to assist econom- 
ic development. One area for potential 
focus is the export market for forest pro- 
ducts. Regarding this possibility, the 
Foreign Assistance Act explicitly declares 
it "to be the policy of the United States 
to encourage the efforts of other coun- 
tries to increase the flow of internation- 
al trade," and "to encourage the contribu- 
tion of United States enterprise toward 
the economic strength of less developed, 
friendly countries through private trade 
and investment abroad" (U.S. AID 1982a). 
In addition, AID has a mandate to provide 
information and assist developing coun- 
tries to further forestry sector develop- 
ment (U.S. AID 1982b). 


Market access 1s one necessary condition 
for successful export-led development. 
The United States represents the largest 
potential market for many developing 
countries. However, many small- and 
medium-scale, forest-based enterprises in 
the developing countries do not know how 
or where to get useful market information 
(Gregersen 1971). Developing a systematic 
approach for these enterprises to assess 
the potential for wood products exports to 


the United States would provide an impor- 
tant first step toward this end. 


This paper outlines methods whereby 
governments and/or forest enterprises can 
assess their potential for shipping wood 
products to the U.S. market. It encom- 
passes identification of products to 
export, how to get products to the market, 
and how to assess economic feasibility. 
Its primary purpose is to serve as a guide 
for individual studies by the developing 
countries. 


IDENTIFYING PRODUCTS TO EXPORT 


Two steps are necessary to identify 
potential wood products that might be 
exported to the United States: (1) analy- 
sis of U.S. import data to determine pro- 
ducts that are in demand, and (2) screen- 
ing of forest inventory data to identify 
resources that might suit U.S. market 
requirements. 


U.S. Forest Product Imports 


A starting point for determining poten- 
tial wood products exports 1s an examina- 
tion of U.S. import statistices-" = Avge. 
overview of U.S. imports can be obtained 
from the annual "Yearbook of Forest Pro- 
ducts" compiled by the Forestry Department 
of the Food and Agricultural Organization 
of the United Nations (FAO 1981). The 
yearbook contains information on the 
volume and value of trade, the direction 
of trade, and the unit values of trade for 
some commodities. Because each yearbook 
contains data for the preceding 12 years, 
competitive supply regions can be identi- 
fied and an evaluation of trends can be 
made. However, the level of aggregation 
1s quite high. 


For more detailed information on speci- 
fic products, an investigator will need to 
examine U.S. information sources. A use- 
ful introduction is to examine previous 
evaluations of U.S. wood products imports. 
Two sources which describe products and 
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Table 1. Import data reports. 

Report No. Classification Codes Arrangement 

FT-135 Schedule A 1,2,3,4,7 digit Commodity classifications and 
totals 

FT-150 Schedule A DAS Asem GlGilt \COnModiity by cCounthysof“onigin 
and method of transportation 

FT-155 Schedule A 1,2,3,4 digit Country by commodity and method 
of transportation 

IM-171 End-Use 1,2,3,4 digit Country by commodity and commod- 
dity by country 

FT-210 SIC-based 8 digit Commodity by country of origin 

FT-246 TSUSA 7 digit Commodity by country of origin 

FT-990 Schedule A 1,2,3,4 digit Seasonally adjusted by country 

and End-Use of origin 


trends are Siegel and Row (1965) and 
Stadelman (1979). For more up-to-date 
information, a direct examination of trade 
statistics 1s necessary. 


The Bureau of the Census of the Depart- 
ment of Commerce compiles the official 
monthly and annual import statistics of 
the United States. Information concern- 
ing country of origin, quantity, and value 
of the imports is gathered from copies of 
import forms prepared by importers and 
filed with the Customs Office. The data 
are compiled according to "Schedule A, 
Statistical Classification of Commodities 
Imported into the United States." 


The import statistics are made available 
in a number of reports. The ones most 
commonly used are listed in Table l. A 
catalog describing reports available for 
purchase or subscription is available from 
the Data Users Services Division of the 
Bureau of the Census, Department of 
Commerce. Recent and proposed changes in 
classification have been reviewed by Quinn 
and Sood (1978). 


Forest Resources in Developing Countries 
Once U.S. import demands have been iden- 


tified, the next undertaking is to screen 
host country forest inventory data to 
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identify potential resources whose devel- 
Opment might suit U.S. import require- 
ments. The specific steps to be taken 
will depend in large part on the adequacy 
of the information available in the indi- 
vidual countries. 


If adequate host country inventory or 
Survey data exist, investigators can iden- 
tify resources, species, or species group- 
ings that are being imported into the 
United States. If these species appear to 
be lacking, further study of other species 
may be required to determine if they pos- 
sess characteristics that may suit U.S. 
market requirements. In this regard, 
information on tropical woods from the 
U.S. Forest Products Laboratory would be 
pertinent. 


If there is little or inadequate inven- 
tory information, data will have to be 
developed by means of forest surveys and 
related studies. Surveys of different 
intensity may be required, depending upon 
country and forest area (Westoby 1962). 
Low-cost reconnaissance surveys provide 
preliminary information concerning the 
location and extent of forest areas. 
in intensity are surveys which develop 
detailed classification of forest areas, 
together with estimates of “volumes of 
Standing timber and some information about 


Next 


species and dimensions. Surveys of this 
nature are generally for national planning 
purposes and are undertaken or supported 
by governments. Third are surveys which 
provide the detail necessary for making 
management decisions appropriate for 
assessing export potential. These may 
provide volume estimates by species and 
diameter classes over a limited area, and 
include information on such factors as 
quality, ownership, and availability. 
Alternatively, they may focus intensively 
on only a single or a few species over a 
broad area. 


Sources of information to assist in con- 
ducting surveys of each intensity are 
available. For example, information from 
the remote sensing programs of the Nation- 
al Aeronautics and Space Administration 
are useful for reconnaissance surveys (de 
Steiguer 1978). The FAO has developed 
information to assist national planning 
surveys (FAO 1971). The USDA Forest 
Service survey of Puerto Rico provides 
valuable information about conducting 
tropical forest surveys (Birdsey and 
Weaver 1982). 


MARKET ING 


The problems associated with getting 
wood products to the U.S. market have been 
among the most difficult to overcome for 
forest products exporters (Gregersen 
1971). Of particular importance are pro- 
blems associated with production, trans- 
portation, market agents and trade barri- 
ers. 


Production 


If the product to be exported to the 
United States is being produced for other 
foreign markets or for domestic consump- 
tion, the problem is one of expansion. 
When the product is not currently in pro- 
duction, however, the question arises as 
to wnether it is physically feasible to 
produce it, aside from the question of 
economic feasibility. The investigator 
will need to appraise the feasibility of 
harvest, manufacturing, and overland tran- 
Sportation to a port. Among the elements 
to be considered are the availability of 
Skilled labor, equipment, and adequate 
infrastructure. The types of transporta- 
tion available and the suitability of 
ports for handling various products may 


strongly influence the location of produc- 
tiom Tacit ies: 


Transportation 


The cost of ocean transportation jis a 
crucial variable in determining the com- 
petitiveness of wood products in the U.S. 
market. Ocean transportation can account 
for a third or more--depending upon the 
product--of the delivered cost (Clark 
1982). 


Physical distance is not the only varia- 
ble in determining shipping costs. Rates 
can depend on the volumes being shipped; 
return cargo capacity utilization; and the 
type of shipping used, such as conference 
lines, tramp ships, and chartered vessels. 
The development of specialized ships and 
port facilities, for example, has helped 
to reduce per unit costs of shipping wood 
chips (Hanaya 1975). 


Transportation costs can be estimated 
from a variety of sources. For example, 
liner conference rates are maintained by 
the United States Maritime Administration. 
Parties actively involved with the ship- 
ping process are also potential sources, 
such as shipping agents and importers. In 
addition, a rough indication of transport 
costs for forest products can be deter- 
mined from the difference between cost- 
insurance-freight (c.i.f.) import values 
and free-on-board (f.o.b.) export values 
contained in the FAO yearbook. 


Market Agents 


To sell imported wood products success- 
fully in the United States generally 
requires the cooperation of a market 
agent. Specific information identifying 
market agents and the functions they per- 
form can be determined in cooperation with 
the Imported Hardwood Products Association 
(IHPA) and individual importers. This 
will allow the exporter to select the dis- 
tribution channel most appropriate for his 
Situation, or to match different distribu- 
tion channels to his array of alternatives. 


The IHPA is an international trade asso- 
ciation whose primary members are U.S. 
companies engaged in the importation of 
lumber, plywood, veneers, flooring, and 
other converted products. Membership also 
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includes allied industries such as steam- 
ship companies, port authorities, banks, 
and law firms with an international inter- 
est, as well as overseas companies and 
export associations who are suppliers to 
the U.S. industry (Evans 1980). 


The IHPA has been active in reducing 
barriers to the importation of wood pro- 
ducts. It has assisted in such areas as 
improving lumber inspections and working 
to reduce duties on imported wood 
products. 


Trade Barriers 


Tariff and nontariff barriers can shape 
the flow of products to the U.S. market. 
The primary tariff barriers of concern to 
potential exporters are duties on imported 
wood products. Tariff rates can be 
obtained from the United States Interna- 
tional Trade Commission (USITC), which 
publishes the "Tariff Schedule of the 
United States Annotated" (TSUSA). Import 
commodities are classified according to 
eight schedules, with wood products 
covered in Schedule 2 - Wood ana Paper; 
Printed Matter. 


The ITC also publishes summaries of 
tariffs and trade information that would 
be extremely useful to potential exporters 
in the developing countries. These 
reports describe the U.S. market, world 
trade, and conditions of competition 
between domestic and foreign products, as 
well as U.S. tariff treatment and other 
barriers to trade. The summaries are cast 
in terms of the eight schedules of TSUSA. 
Four summaries have been published to date 
in Schedule 2, covering hardwood p1|ywood 
(USITC 1978a); wood doors (USITC 1978b); 
lumber, flooring, siding (USITC 1980); and 
Softwood veneer and plywood (USITC 1981). 
In addition, the commission issues updated 
Statistical tables and industry status 
reports as appropriate for the individual 
Summaries. 


The USITC summaries also describe non- 
tariff barriers. As tariffs have been 
reduced as a result of trade negotiations 
under the General Agreement on Tariffs and 
Trade, the impacts of nontariff barriers 
have become of greater concern. 


Nontariff barriers are any public or 
private measures, other than tariffs, that 


restrict imports. 


They include control 
measures in the exporting country (such as 
log export bans), as well as those in the 
importing country (such as quotas). The 
major categories of nontariff barriers are 
(1) specific limitations on trade, (2) 
customs and administrative entry provis- 
ions, (3) standards, (4) government par- 
ticipation in trade, (5) nontariff charges 
on imports, and (6) others, such as volun- 
tary export restraints. Ferguson and 
Lloyd (1980) discuss some forms of nontar- 
iff distortions affecting international 
trade in forest products. Also, Turner 
(1983) formulates a theoretical framework 
which can be used to interpret the price 
effects of voluntary export restraints on 
trade going to the United States. 


ASSESSING ECONOMIC FEASIBILITY 


Preceding sections have described demand 
and technical aspects which must be con- 
Sidered for assessing the possibilities of 
exporting wood products to the U.S. mar- 
ket. To complete that. assessment, the 
costs of supplying wood products must also 
be estimated in order to determine econom- 
ic feasibility. 


Costs are tnose of harvest, manufacture, 
inland transport, and handling to prepare 
the products for export. These must be 
combined with the overseas transport and 
other exporting costs to derive figures 
comparable with sales prices in U.S. mar- 
kets. 


The cost data are needed not only for 
estimating production costs, which will 
vary with the price of labor and other 
inputs, but also for checking project 
scale against the availability of funds 
and the size of the market (Westoby 1962). 
Technological indivisibilities may prevent 
the adoption of some processing techniques 
at less than a certain minimum scale, 
which might turn out to be too large rela- 
tive to the market and to the available 
funds. 


Familiarity with analysis techniques and 
data requirements is necessary before 
actual collection of cost information jis 
undertaken. The FAO has compiled guide- 
lines for appraising economic possibili- 
ties, such as assessment of logging costs 
from forest inventories in the tropics 
(FAO 1978) and economic analysis of for- 
estry projects (FAO 1979). 
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Financing, of course, can still be an 
obstacle even when the projects are eco- 
nomically feasible. However, in addition 
to conventiona! sources of financing, AID 
is considering making selective invest- 
ments itself through a variety of finan- 
cial and investment modes (U.S. AID 
1982a). Other sources of funding include 
those listed by Christophersen et al. 
(1982) and Pease (1982). 
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ANALYSIS OF. FINANCIAL INCENTIVES PROGRAMS 
TO ENCOURAGE FORESTRY DEVELOPMENT ON 
PRIVATE LANDS IN LATIN AMERICA 


Clifford A. Hickman 


BACKGROUND 


Latin. America, defined here to include 
Central and South America as well as the 
Caribbean basin, contains a significant 
portion of the world's estimated timber 
resources. Recent figures suggest that 
the region contains about 10 percent of 
the world's commercial forest land and 6 
percent of its commercial growing stock 
(World Wood 1982). 


The United Nations Food and Agricultural 
Organization (FAQ) has projected that for- 
est product requirements in Latin America 
will increase dramatically by the mid-- 
1990s, based on anticipated changes in 
population and income (Contreras 1980). 
Specific predictions, by comparison with 
the mid-1970s, are: 


1. Requirements for paper and paper- 
board will nearly treble. 


2. Requirements for sawnwood wil] 
expand by one-half. 

3. Requirements for wood-based panels 
will show an increase similar to 
that for paper. 

4. Consumption of fuelwood wil] eet 
about 60 percent. 

5. The aggregate annual consumption of 


roundwood will 
He 290 million m 
lion m 


increase from approx- 
to 470 mil- 


It 1s estimated that, on the average, 
US $3.2 billion would have to be invested 
annually to insure that these increased 
wood requirements could be completely 
satisfied with wood produced within the 
region; that US $1.5 billion per year 
would be needed to increase existing pro- 
cessing capacity; and that US $1.7 billion 
per year would be required to replace har- 


vested forests and obsolete industrial 
installations. If it 1s assumed that the 


region seeks only to maintain a constant 
ratio of imports to total consumption, 
investment requirements decline sharply 
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but would still likely exceed US $2.5 
billion per year (Contreras 1980). 


These projections indicate that Latin 
America's forest-based sector has signifi- 
cant development potential. However, 
unless its governments act to create the 
proper environment, the necessary invest- 
ments to realize this potential will 
probably not materialize. 


OPTIONS FOR ENCOURAGING DEVELOPMENT 


The public sector can seek to achieve 
forest development in essentially three 
ways: 


1. Public ownership. Under this 
approach, government assumes com- 
plete management control of the for- 
est resource. Long-term planning is 
facilitated and complete policy 
implementation is given a high 
degree of assurance. However, a 
bureaucracy can emerge. In addi- 
tion, monopoly ownership may not 
encourage the initiative, innova- 
tion, or flexibility needed for 
efficient operation. 


Public regulation. Under this 
approach, government seeks to compel 
private actions by mandating certain 
types of performance. Private own- 
ership 1s continued and a relatively 
high degree of policy implementation 
is assured. Restrictions may be 
resented, however, and create con- 
troversy. Furthermore, regulation 
tends to be rigid, does not encour- 
age compliance beyond required 
levels, and may necessitate creation 
of an elaborate enforcement system. 


Public cooperation. Under this 
approach, government seeks to stimu- 
late desired performance by putting 
private decisionmakers in the posi- 
tion where it is in their best 
interest to behave in the manner 
sought. While private ownership 1s 


maintained and the onus of regula- 
tion avoided, there is less assur- 
ance that policy goals will be fully 
achieved (Nelson 1972, Guess 1981). 


DEVELOPMENT ACTIVITIES IN LATIN AMERICA 


Compared with other parts of the devel- 
oping world, Latin America has a relative- 
ly large proportion of its forest resource 
base in private ownership (Schmithusen 
1981). Most of the region's governments 
have emphasized cooperation--and to a 
lesser degree, regulation--as a means of 
pursuing their forest-sector goals. Of 
the many possible types of assistance pro- 
grams, the use of financial incentives has 
been particularly widespread. This 
includes such measures as cost sharing, 
long-term loans at favorable irverest 
rates, tax exemptions and other preferen- 
tial tax systems, price guarantees, and 
low-cost insurance. A preliminary review 
of the literature indicates that 
Argentina, Brazil, Chile, Costa Rica, and 
Uruguay have implemented incentives 
systems. Key provisions of these programs 
follow. 


Argentina. In 1977, as part of its 
National Forestry Plan, Argentina enacted 
Law No. 21,965 to encourage the establish- 
ment of forests on acres not previously 
forested. The statute authorizes subsi- 
dies to cover approximately 50 percent of 
the cost of planting fast-growing species 
(World Wood 1981). 


Brazil. In 1966, Brazil enacted a 
Statute permitting private forest land- 
owners to deduct site preparation, plant- 
ing, and management costs from their 
normal income tax liability (Murphy 1979). 
The law, which is applicable to the first 
5 years following stand establishment, 
Originally limited the deduction to 50 
percent of tot. taxes due. Since that 
time, however, the percentage has been 
gradually reduced (Rudolph et al. 1978). 


Chile. In 1974, Chile enacted Decree 
Law 701, now 2565, authorizing the payment 
of subsidies to cover up to 75 percent of 
the cost of planting and administering 
lands not occupied by a forest immediately 
prior to establishment of the new stand 
(Husch 1982). To qualify for the subsidy, 
private owners must register their land as 
being destined for permanent forest pro- 
duction. 


Costa Rica. Costa Rica passed a compre- 
hensive forestry incentive bill in 1978. 
The legislation provides for a two-pronged 
attack on investment capital deficiencies. 
First, it permits forest proprietors to 
deduct reforestation costs from taxable 
income. Second, it obliges the national 
banking system to help finance tree farm- 
ing, nurseries, and other forestry pro- 
jects (Guess 1981). 


Uruguay. In 1968, Uruguay enacted 
Forest Law 13.720 which exempts the forest 
industries from paying taxes on consumable 
goods imported for use by their workers. 
In 1979, decrees were issued stipulating 
that the national bank must make credit 
available for forestry investments. The 
most important piece of legislation aiding 
development of the nation's private for- 
estry sector, however, is that which 
offers tax incentives to encourage affor- 
estation (White and Pou 1980). 


EFFECTIVENESS OF DEVELOPMENT PROGRAMS 


Programs aimed at achieving forest 
development, irrespective of their nature, — 
will entail certain costs. These may take 
the form of direct outlays for administra- 
tion and enforcement or, as is the case 
for many of the incentives which have been 
adopted in Latin America, they may take 
the form of "tax expenditures" (i.e., rev- 
enues foregone). In either event, since 
costs are incurred, it is important that 
public policymakers periodically evaluate 
program effectiveness. Such analyses pro- 
vide the only means of determining which 
assistance. programs produce benefits that 
exceed costs. 


PREVIOUS WORK 


In most of the Latin American countries 
where financial incentives have been 
adopted, some attempt has been made to 
evaluate program performance. Typically, 
however, these efforts have not extended 
beyond the compilation of statistics on 
accomplishments. For example, millions of 
hectares were planted during the decade of 
the 1970's because of the reforestation/ 
afforestation incentives of both Brazil 
and Chile (World Wood 1980, Husch 1982). 
These figures are impressive, and in view 
of the fact that participation is essen- 
tial to program success, they are an 
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indicator of satisfactory performance. How- 
ever, a rigorous policy analysis would 
have to consider factors other than par- 


ticipation. 


A cursory search of the literature indi- 
cates that Brazil's incentives program is 
the one to have been analyzed in the most 
depth. Veiga et al. (1972) reported that 
reforestation activities stemming from the 
program had created a relatively large 
number of jobs for the funds expended and 
that these employment opportunities were 
being created in rural areas where they 
are most needed. Beattie (1975) used 
benefit-cost analysis to show that the 
program was financially sound, at least in 
the sense that direct revenues exceeded 
direct outlays at the assumed 8 percent 
alternative rate of return. Due to diffi- 
culties in quantifying Important secondary 
benefits and costs, however, definitive 
conclusions regarding the program's over- 
all economic impact could not be reached. 


Berger (1980) studied the effects of tax 
incentives on reforestation activities in 
the state of Sdo Paulo. Investment analy- 
ses revealed that the tax concessions were 
highly profitable to investors when only 
their costs were considered. Profitabili- 
ty decreased when actual government costs 
were added to investors' costs, but 
returns remained positive. Berger there- 


fore concluded that the incentives could 
be reduced while still permitting private 


investors to realize adequate rates of 
return. 


Finally, Stevens (1980) reported on the 
results of a government study showing that 
the program was creating regional imbal- 
ances between the supply of plantation 
timber and the industrial capacity to 
absorb that supply. Also on the negative 
Side, it was felt that the present admini- 
Strative system was imposing unnecessary 
burdens on forest development projects. 

On the positive side, the investigation 
Showed that Brazil had achieved greater 
self-sufficiency in meeting its wood 
requirements. The program also has appar- 
ently increased Brazil's capability to 
improve its foreign exchange status 
through the exportation of wood products. 


CURRENT RESEARCH NEEDS 


There exists a need to evaluate, for a 
selected set of Latin American countries, 
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the effectiveness of existing public 
financial incentives programs and to make 
appropriate recommendations for improve- 
ments or adaptation elsewhere. More 
specifically, such a study should seek: 

1. To identify which Latin American 
countries have enacted financial 
incentives and to describe the pro- 
grams adopted. 


To select a subset of countries/pro- 
grams for detailed analysis. 


To evaluate the effectiveness of the 
programs chosen. 


To formulate recommendations on how 
to improve the effectiveness of 
those financial incentives. 


To develop recommendations for ini- 
tiation of specific types of finan- 
cial incentives programs in selected 
Latin American countries which cur- 
rently have no such programs. These 
recommendations should be limited to 
countries having a significant for- 
estry sector and should be struc- 
tured in terms of economic and 
political feasibility. They should 
also be specifically tailored to the 
forest economy and private ownership 
attributes of the targeted countries. 


The results of the study will thus prove 
useful, not only to the governments of 
those countries included in the analysis, 
but also to the governments of other Latin 
American countries which desire to use 
financial incentives to stimulate their 
forestry sectors. In the first instance, 
the findings will point to potentially 
fruitful ways in which to modify existing 
programs. In the second instance, while 
ijt must be recognized that programs cannot 
simply be taken from one country and 
applied in another, the findings may sug- 
gest potentially rewarding new incentives 
techniques. 


Although statistics on program accomp- 
lishments would have to be compiled and 
analyzed, the proposed study would be 
basically nonquantitative in nature. The 
first step would be to identify the Latin 
American countries that have financial 
incentives and to describe their programs. 
This could be done using information from 


two sources: the existing literature, 
including such FAO publications as "Food 
and Agricultural Legislation"; and con- 
tacts with knowledgeable individuals in 
the United States, Latin America, and 
elsewhere. Once this information has been 
collected and compiled, a subset of pro- 
grams/countries could be chosen for 
detailed analysis. To keep costs from 
becoming prohibitive, the number of coun- 
tries selected should be kept small. 
Several variables should be considered 
when making the program choices: (1) the 
relative significance of the forestry sec- 
tors in each country; (2) the emphasis 
placed by the various governments on 
retaining and encouraging private forest 
ownership and control; (3) the nature of 
each nation's existing financial incen- 
tives. 


The performance (7.e., effectiveness) of 
those programs selected for detailed study 
should be evaluated using data from a 
variety of sources. These could include 
previous studies; available statistics on 
program accomplishments in relation to 
stated program goals; and mail, telephone 
and/or personal interviews with both pro- 
gram administrators and participants. 
Borrowing from the analytical frameworks 
Suggested by Clawson (1975) and Worrel| 
(1970), the following criteria should be 
considered during the evaluation process: 
(1) operational and administrative practi- 
cality, (2) social and cultural accepta- 
bility, (3) economic efficiency, (4) eco- 
nomic welfare and equity, and (5) spill- 
over effects (i.e., probable environmental! 
consequences). The results of the policy 
analyses could then be used to recommend 
how program performance may be improved 
and/or adapted elsewhere. In structuring 
these recommendations, care should be 
exercised to ensure that they are feasible 
from a biological standpoint--and compati- 
ble with the political and economic phil- 
osophies of each government. 
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